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CHAl RVAN ENTHOVEN:  Good norning. 1'd
like to call the nmeeting to order and ask the nenbers to
pl ease take their seats and al so the general public.

Let me say that today we have a very full
schedul e, but this meeting narks a departure fromthe
past in that it will not have for the nost part external
presentations by invited experts, but instead we will be
focusing nainly on exchangi ng i deas anong nenbers of the
task force and Dr. Romero, our own Dr. Ronero, who wll
be tal ki ng about options for organizing the government
to regul ate managed care.

I'd like to wel cone the menbers of the
general public who are here. W' re very happy to have

you with us and feel honored by your interest and

attention.

| do want to say, however, that the
meeting is primarily intended for -- we call it Study
Session -- primarily intended for menbers of the task

force to interact and discuss the work in progress that
they are devel oping, and we've scheduled only a very
limted time for a coomentary by the general public.
Wien it cones to that time alittle before lunch, |
woul d l'ike to ask you to make your commrents very brief.
W have speaker cards which we asked you to fill out for
you to nake your comments very brief and conci se.

I f you have spoken to us before, we would
appreciate if you would just identify yourself and say,

you know, you want to anplify previous renmarks, but not



take us through what we've heard already. |If some

previ ous speaker has already said what you have in m nd,
we woul d appreciate it if you would just say | agree
with so and so who tal ked about whatever it was and
thereby save time for other nenbers of the public who

al so want to speak because the amount of time that we've
allocated to this is quite limted because, as | say,
our nain purpose here today is a Study Session anong the
task force nenbers.

So our plan to begin with is going to be
a presentation by Dr. Ronero on alternative ways that
the governnent, state governnent, mght organize for the
regul at ory adni ssion.

W'l followthat at about 11:40 by a
brief presentation by Dr. Helen Schauffler who has done
a yeonani sh job of distilling the many and conflicting
conments and views of the different nenbers of the task
force into a survey which is about ready to be | aunched
now In fact, it has been in part tested. So
Dr. Schauffler will tell us where we are.

Then we will have sone tine for
commrentary by the general public. Then we will break
for lunch, and after lunch we will resune to take up
wor k of our Expert Resource G oup on consumrer choice,
provider incentives. | hope we'll get back to dispute
resolution, and a New Quality Information.

So for the task force nmenbers this is a

very inportant opportunity for you to interact wth your



col | eagues who are devel opi ng anal yses, ideas,
proposals, within the particular area that they're

working on. And it's an opportunity for you to ask

questions, to make comments, express your views, devel op
and shape the product that is emerging.

Eventual Iy, the conpl eted products w ||
be circulated to you for your review and detail ed
comrent back to the authors who will then rework it
again, and then we hope we nove through some kind of
consensus pieces, then we'll bring themback for review
and approval by the task force, and eventually we wll
put each piece of this in a vote to the task force.

Since our |ast neeting, we've, to ny
regret, we had the resignation of Kate Mirrell who has
retired fromthe Fireman's Fund and is on her way to
Texas. |'mhappy to say that we have found a
repl acenment in Jennifer Loucks who is now being revi ewed
by the governor's office and who is al so associated with
Paci fic Business G oup on Health and has the same
expertise that Kate Murrell brought to our
del i berati ons.

I'mfeeling cautiously optimstic that we
will find a good deal of common ground and emerging
consensus on sone of the lines of progress in howto
i nprove the regul ation of the managed care of the state.

Another news itemis that Helen
Rodri guez-Trias, who is off on vacation right now, has

persuaded me that we really ought to do a paper on



worren' s health. And with good hel p from Sara Si nger
we've been able to identify a person Margaret Deller who
is going to join us and work on that.

| expect we will probably be establishing

an expert resource group on that. It took me a while to
get the message or get when | was first -- when | was
first hearing it. | thought that this was some kind of

exotic attack on managed care which was, you know, meant
to be disadvantageous to wonen. But when | reached out
to friends, in sone cases forner students many of whom
are wonen, and sone of themexplained to me that al ong
the following lines which is that a nunber of
characteristics of our fornerly mal e-dom nated heal th
care systemhad been really quite negative to the
particul ar needs of wonen in particularly the
characteristics of having, you mght call it,

prof essional silos of care.

And so for people who particularly need
integrated services, you picture the nmother who's got
the adol escent small child and the nother who has heal th
needs if she wants to get off of work and cone in and
get sone kind of coordinated response to her miltiple
probl ems. And you think about how that plays against
our traditional health care systemthat is just very
unresponsive, not in all cases, but in many cases very
unresponsi ve for that kind of need for a coordination
and customer service

And | think it presents a very nice issue



to think about the potential for nmanaged care. So what
ny friends have told nme is this is not to say that
managed care is somehow going to be worse for wonen. In
fact, Helen Schauffler's presentation shows in many
cases nanaged care is doing a rmuch better job in terns
of preventive care such as nammograns, Pap snears,
prenatal care, and so forth, but rather than wormen do
not want managed care to inherit a lot of the negative
features of the previous systemand want to see sonehow
managed care becomes nore responsive to their needs for
better coordination. 1'lIl be brief on that probl em now
So we will be working on that when Helen and | both get
back fromour vacations, we will be tal king about how to
constitute an expert resource group in that area.

So wi thout objection or further delay,
I'dlike to call -- oh, let's see. Al right. I'm
going to call Phil Romero, the executive director, for
his report. Dr. Romero?

DR ROVERO  Thank you, Dr. Enthoven.
First of all, | think we need to call the roll; is that
right? Ckay.

Can | ask -- can | ask for Flo, would you
briefly take attendance, call the roll.

MB. NEFF:. Task force nmenbers, please
say --

DR ROVERQO Fl o, one suggestion, why
don't you come and take ny seat so that people can hear

you well. It's a big room Ch, sure great.



IVB.

the task force menbers to please say "present” to

NEFF: Ckay one nore tine, may |

signify your presence. Al pert?

2 525252525 P 5258 P 55255595 9

ALPERT: Present.

NEFF:  Arnst ead?

ARVSTEAD:. Present.

NEFF:  Bowne?
BOME: Present.
NEFF:  Cononf

audi bl e response.)
NEFF:  Decker?
DECKER  Present.

NEFF:  Ent hoven?

ENTHOVEN.  Present.

NEFF:  Farber?
audi bl e response.)
NEFF:  Fi nberg?

FI NBERG Present.
NEFF:  Gal | egos?
audi bl e response.)
NEFF. Gl bert?
audi bl e response.)
NEFF: QGiffiths?
audi bl e response.)
NEFF:  Hart shorn?
audi bl e response.)
NEFF:  Hauck?

audi bl e response.)

ask



NEFF:  H epler?

H EPLER  Present.
NEFF:  Kar pf ?
KARPF:  Present.
NEFF:  Kerr?

KERR  Present.
NEFF:  Lee?

LEE: Present.
NEFF:  Nort hway?
NORTHWAY:  Present.
NEFF: O Sullivan?
audi bl e response.)
NEFF:  Perez?
audi bl e response.)
NEFF:.  Raney?
RAMEY: Present.
NEFF:. Rogers?
audi bl e response.)
NEFF:  Rodriguez-Trias?
audi bl e response.)
NEFF:  Severoni ?
SEVERONI :  Present.
NEFF:  Spurl ock?
SPURLOCK:  Present.
NEFF:  Tirapel |l e?

audi bl e response.)

5253555 2525552525855 5 558555

NEFF: WIIlians?

(No audi bl e response.)
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MB. NEFF:

Zar enber g?

(No audi bl e response.)

M5. NEFF. And Zat ki n?
MR ZATKIN.  Present.
M5. NEFF: And |I'd ask that the ex

of ficio menbers to do the sane.

Bel she?

(No audi bl e response.)

MB. NEFF:

Berte?

(No audi bl e response.)

MB. NEFF:

Bi shop?

(No audi bl e response.)

MB. NEFF:

Know es?

(No audi bl e response.)

MB. NEFF:

Rosent hal ?

(No audi bl e response.)

MB. NEFF:.  Shapiro?
MR SHAPIRO  Present.
MB. NEFF. And Weérdegar?

(No audi bl e response.)

DR ROVERG

Thank you, very nuch.

Flo's

act has manifest ny first announcenent because we've had

a personnel change in staff. Jill MLaughlin our former

task force secretary has noved on to the private sector.

I think in Flo we have found one of the few people that

can neet Jill's high standards,

the task force staff.

and we wel cone her to

Second, for those of you who like ne are

internet junkies, |'mhappy to report the task force now
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has a web page, and I'Il let Alice S ngh give you brief
wor ds about that.

MS. SINGH The task force has now
entered cyber space. After nuch work and effort and
cooperation with OSHPD and specifically denn Teeg. |If
she's here, 1'd like to acknow edge her. |f she would
stand. Thank you.

d enn has done a wonderful job for us in
assisting us in the devel opnent of our web page. | wll
read the address. |It's extremely long. | will read it
once, and if you'd like to get it fromne during the
lunch break, that would be fine. It's
htt p: / / waw. chi pp. cahwnet . gov/ nctf/front. htm

VW will be linking up to several other
sites so there will be an easier way to get to our page,
but we wanted to announce that it has been finalized and
is available for your review W'Il have several
docunents includi ng upcom ng neeting agendas, m nutes,
and ot her varying informational docunents available. So
pl ease take a look at it, and thank you very nuch d enn
agai n.

CHAl RVAN ENTHOVEN: | ' ve already visited
the web site, and it's really great. It has some
information that | hadn't known about, so | thought
browsing it was very useful. In fact, | mght just pick
up on that and say | think that the internet has
tremendous potential for getting a lot of information

out there in ways that we hadn't thought of before, and
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I think that will relate to our task force work.

Some peopl e have the instant reaction
"Ch, only 10 percent of the population are on the
internet or sonething." But | think, in fact, it would
be a way we could get to information to enpl oyee benefit
of fices who could then make it readily available to
enpl oyees and to libraries where it is now, so that
citizens who want to cone in and find out nore about the
health plan. It's a great way of keeping information on
l'ine and avail abl e

Ckay. Let's see, we were going to go
i medi ately to Managed Health Care Oversight. |'ve just
been notified the catastrophe which is that the rel evant
papers are locked in a car, and AAAisn't going to be
able to break open the car for a half hour. So we can't
present -- what do we do? Should we go ahead -- do you
want to go ahead and present it w thout papers?

DR ROVERG |'m prepared.

CHAl RVAN ENTHOVEN: Ckay. Wl |
Dr. Romero had notes -- what the paper, oh, well, okay,
background organi zati on of state regul ati on of managed
care. kay. So Phil?

DR ROVERO | would prefer not to use a
m crophone if everyone can hear ne. O course, if you
couldn't hear nme, how would you know if | asked the
question? Al right. Wth that, M. Chairman, if you
woul dn't nind pointing the nicrophone in ny general

direction for the benefit of --
13



CHAl RVAN ENTHOVEN:  You're going to show
slides right here?

DR ROVERO Exactly. To that end |
woul d reconmend those of you who aren't in the front
row, since we've got a lot of enpty seats, that you
rel ocate yourselves to chairs --

M5. BOWE: Are the slides there? Then
we don't need to nove.

DR ROVERO  (Ckay. MNow just before | get
started, there are -- you' ve received two packets. One
is called, "Background and Organization of State
Regul ati on of Managed Care." It |looks like this. The
other is called, "Managed Care | nprovenent Task Force
Questionnaire." It looks like this. And I'lIl be
referring to both of themin this presentation.

Now, one of the issues that catal yze the
creation of this task force in 1996, | think it's fair
to say with the whol e question of what state
organi zation should retain responsibility for regul ating
managed care organi zations. You've heard a lot --

CHAIl RVAN ENTHOVEN:  Use the nic.

DR ROVERO Ckay. Wiat state
organi zation would -- this is kind of |ike theater.

It's very interesting. Wat state organization would --
shoul d have responsibility for regul ati ng managed care
organi zati ons? As you know, the organization of the
single greatest responsibility is the Department of

Corporations, and we heard a presentation fromKeith



Bi shop and Cormi ssi oner of Corporations Warren Barnes.
One of his attorneys at the June 20th neeting to give
you sone background how t he Knox-Keene |aw, the
governing law, which is the | aw Knox-Keene on prepaid
heal th pl ans.

But as you have heard in bits and pieces,
a nunber of other organizations have responsibilities as
wel | . Because that was a catal yzing issue, | have
al ways seen that we had a responsibility to -- this task
force had a responsibility to nake sonme reconmmendati ons
on whether the status quo is acceptable or whether some
change was necessary in the organization that shoul d be
responsi bl e.

I'mnot here to give you recommendati ons
as to a specific alternative for one sinple reason.
That issue is entirely interdependent. That issue of
who should regulate is entirely interdependent of two
ot her questions.

One is, "Wiat is the right regul ation,
i.e., what should the scope of their regulation be?" In
the case of corporations, for instance, is it's one
particular type of health plan, but there are many ot her
segnents of the health care systemthat have sonewhat
simlar responsibilities.

| would point for those of who you
haven't seen it, to an illustration in the Wall Street
Journal yesterday, Lonma Linda Hospital is getting the

busi ness of Barry R sk, and, therefore, operating in
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some respects like an HMO  And the thene of the article
was that nmany other providers either have or will be
joining that hospital in the near future, so | don't

want to see a lot of Loma Linda in particular. So the
second question is, "Wat should the scope of that
regul ati on be?"

The third one is, of course, "Wat shoul d
the overarching role of governnent or policy philosophy
governi ng those regul ati ons be?" Because | see them as
i nt erdependent what | want you to do today is not take
the question of who should regulate in isolation because
| don't think it should be treated in isolation

Wiat | want to do is give you sone
context and in part, well, to give you some context so
that the task force can take up the specific
reconmendati on near the end of its process circa
Novenber and Decenber after it has made nore substantive
pol i cy recommendati ons

I'mgoing to do that in two pieces.

First, 1'"'mgoing to sumrarize to you what we found out
you think. You will recall that in June we adm ni stered
a Del phi questionnaire. Chairman Ent hoven adm ni stered
a Del phi questionnaire to you asking you some questions
about your preference in this area

First of all, just to give you a factua
summary of what you said, and then | will take it to the
next step in trying to interpret and read back to you

some provocative ideas for options available in |ight of

16



what you recommended

Now, let ne enter to the slide portion
with a brief digression. |1'ma student of American
popul ar culture particularly fromthe 1920s to the
1940s. So there -- I'mnot old enough to know about
directly, but |I've read about a very well-known
cartooni st by the name of Rube Col dberg

Now, Rube Col dberg has become sonewhat of
a legend, so much so that he's becone a cliche in the
political circles. One of the fastest ways to criticize
sonmeone else's idea is to declare it a Rube ol dberg
schene. Many few of us know what a Rube Col dberg scheme
means, so | thought | woul d show you what a Rue Col dberg
thene means.

And bear with me for those in the back of
the roomwhile | read -- go through this diagram
"Professor Butts' landlady hits himover the head with a
pi cture for nonpayment of rent. He discovers a sure way
to keep his head down for making a golf shot." So this
Rube Col dberg schene, the purpose of it is to make you
keep your head down in a golf shot. "Colfer (A)
swi nging club (B) hits branch of tree (C shaking apples
down on kettle drum (D). Caddy (E) hearing the noise
thinks a thunder stormis approaching and runs to the
cl ubhouse stunbling over golf bag and pushing flag pole
(G against the bag of peanuts (H), excuse ne, which
breaks and throws peanuts in basket (I). As squirre

(J) is up there. As squirrel (J) junmps into the basket
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to get the peanuts his weight raises the end of paddle
(K) and draws fish (L) out of water. A hungry seal (M
seeing the fish claps his flippers (N) for joy and
causes a breeze to enter funnel (O thereby blowing a
hard grunt (P) which straightens out a dollar bill (Q
next to golf ball focusing eyes of player on this spot
during sw ng."

Now, this stuff was a big hit in the
1920s. The fundanental source of the hunor in this and
all of Rube Col dberg schenes, it was fundanmentally he
took a very sinple objective and designed a
phenorenonal |y gratuitously conplicated process to
achi eve that schene.

VWll, if Rube Col dberg were alive today,
he nmight sue the State of California for copyright

infringement with respect to state oversight nanaged

care.

Now, for task force nenbers who have
handouts, |'mnot expecting you to absorb the subject of
the slide. |It's there in your package. The point

sinply is that the box in the upper part of the chart is
specific state organi zation. The ovals in the bottom of
the chart are specific regulatory functions for

regul atees. And what you'll note is that there's not a
singl e organi zation responsi ble for a single coherent
set of functions. There's a great deal of duplication
and overlie.

Now, we asked you for your early thoughts



about this structure, and it's probably not too
surprising that when we asked you the question, "Do you
believe the current regulatory structure i s working
optimal l y?" Seven out of eight said "no."

Now, we didn't ask you the next question
which was to list the reasons why you thought they were
not optimalized in respect to there were so nany reasons
as mentioned here. But one aspect that we're tal king
about today is the organizational aspect.

W asked you the question, "Do you think
that the HM>s should be regul ated by the same agency as
ot her nanaged care insurance entities?" And you said
by -- five out of six of you said that the answer was
"yes." So in that exanple, you re suggesting that there
shoul d be some consolidation across regulatory functions
or across regulatees by the way it's said.

Now, another direction that the | ast one
was in essence a question of vertical integration, "Do
you believe that HMO regul ation -- do you believe that
prepai d health plan regul ati ons shoul d be consol i dated
to a single organization across plan types?" This is a
vertical information question or vertical consolidation
question. "Do you think the same regul atory authority
shoul d exercise oversight authority over the delivery
system (i.e., nedical groups) as well as health plans?"
And again you fell by a five out of six nmargin that
there should be vertical consolidation also.

Wien we asked you who, there was a

19



substantial majority in favor of one particul ar
unspeci fied new organi zation with a mnority dispersed
anong several existing organizations.

Now, we asked you sone other questions
about the details about how that agency mght internally
be organi zed in managenent that won't go through here.
But what | drew fromthat was the task force seenmed to
feel by a substantial margin that there ought to be
consol i dation both horizontally and across types of
i nsurance entity and vertically anong the health care
delivery systemof regulatory authority.

Now, we've shown you in several different
formats that are in your slides and fornmats of the past
how this authority is organi zed now and i ncl udi ng that
spaghetti chart | showed you just a nonent ago, with
apol ogies that is quite a dense slide and, therefore,
reproduced in your packet. This is the crispest sumary
that | have been able to identify of regulatory
authority.

| just want to take a nminute. | don't
expect you to absorb the details of this now, but | just
want to introduce this framework to you so you can
review it at your leisure |ater.

The columms are different types of
regul ated health care to the public, different segments
of the health care system Goups of three broad
categories, "Financial Internediaries, Providers and

n

Facilities,” and then specific realizations within

20



t hose.

The rows are of two types. One are
several "Different Regulatory Functions." The second --
that's the first group. The second group are several
different current policy goals that regul ation coul d be
i ntended to pursue.

Wiat's in the cells are the state
organi zati on responsible for regul ating those specific
entities, either in terms of a specific function or a
specific public policy goal.

| mainly want to draw your attention to
two things at this point. The first is that within each
i ndi vidual cell in sone cases you find duplication. As
for exanple, in the licensure of individual clinicians
where there's mxed authority between the Departnent of
Consuner Affairs, health boards, |ike the nedical board,
the nursing board, and Departnent for Health Services
for that natter Department of Social Services, and
dependi ng upon who the clinicians work for. And even if
there is duplication within a in a given cell, in al nost
every one of these colums there's duplication anong
these colums. Now, | think that has at least in the
abstract two unfortunate consequences.

The first for consuners is that when you
have mul tipl e organi zations responsible for regulating
the sanme entity, the consumers often don't know who's
really handling it. They don't know who to call, and

they don't know who nekes the decision, and in sone
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cases -- well, I'Il stop there

For regul atees, there's a not dissimlar
al most symmetrical set of problenms which is that the
regul at ee, dependi ng upon your point of view they
either face an unfair and unlevel playing field, for
exanpl e, a regul atee whose indemity insurer faces a
different fee structure froma regul atee in a nanaged
care plan. |If aregulatee offers a portfolio of
different kinds of service, they will have to deal with
a nunber of different regulators and, therefore, suffer
duplicative set of rules and duplicative set of ways to
deal with those rules

That's a version that burdens the
regul atee. A burden that proposes, | think, a malign
opportunity for the regulatee. |f they have a choice of
regul ators by making m nor nodifications by the way they
organi ze thensel ves, then they can ask and gain
assi st ance.

They can choose their regul ator based on
as a business strategy, and, therefore, when we presume
in many cases woul d choose a nore benign regul atory
climate, in other words, a | ess stringent regulatory
climate, for those reasons, | think by and | arge that
duplication has substantial negative side effects

Now, if you take that together with the
comments you made in the Del phi, this suggests to nme the
follow ng, and the comrents |'mgoing to nake hereafter

are entirely nmy own personal inpressions, and they're



meant to be conversation starters to open this up to
di scussion in just a nmonent.

The first one is that wherever possible
regul ation in a given colum should be consol i dat ed
within a single regulator. Furthernmore, ny belief is
that when across colums you have very simlar
substitutes as, for exanple, some indemnity insurance
versus prepaid health plans or nedical groups versus
prepai d health plans, which was in the Loma Linda
exanpl e just a nonent ago, where you have to like
substitutes, it strikes me as quite plausible that you
shoul d consolidate themin a single entity. So they' re
dealing with a conmon set of rules, a common set of
procedures, and by contrast consuners can go to a single
poi nt of content.

Now, the question becones how wi de woul d
you cast that net. | would suggest that, personally, |
woul d cast that net to include at a mnimumstarting
fromthe base of prepaid health plans, which is mainly
but not exclusively the responsibility of the Departnent
of Corporations now.

| would certainly consider sending that
to indemity insurance with al nost as much conviction I
woul d al so mention nedi cal groups and i ndividual
clinicians with much less conviction | would at |east
put a question mark after that facility. |In ny case,
fortunately, | do not understand facility regulations to

make a recommendation in that area.



Now, | have two nore slides, one
substantive slide, one joke slide. Just to try to give
this alittle bit of structure, this is ny cut as what
striked me as the key objective to designed goals for
this new regul atory organi zational structure being
consol i dated or not.

One which |'ve already been alluding to
is that the regul ator needs to have the authority and
the philosophy to be considered as a health systemas a
sub systemand to regulate |ight substitutes, not sinply
a particular part of the systemthat they have because
of an artifact wall.

Second is efficiency, and by efficiency
mean this in the econonic sense. The market is very
efficient at -- very efficient at creating new busi ness
forms and inproving cost, access, and dependi ng upon who
you believe, quality. And the regulator should -- the
regul ator shoul d not inpede that narket evol ution
wherever possible to foster it as long as that evol ution
is consistent with public policy goals.

Fairness and rigor |'ve already referred
to. In essence, the playing field should be |evel so
that regul atees which for all intents and purposes are
simlar organizations, are subject to simlar rules, and
measur ed against simlar yardsticks by a single
regul at or

The encour agenent of innovation |'ve

menti oned already, in essence, the regulator should not
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i nadvertently stand in the way of val uable and inportant
i nnovation along the lines | mentioned.

And then finally, any change that, of
course, should be at a very low fiscal price and ot her
price. The transition price should be kept |ow or
conpensated w th savings thereafter.

| want to nention this and put this in
your head because | very much |ike your comments because
as we prepare an ultimate recomrendation buil di ng upon
the springboard |'ve built today, | want to know if
there shoul d be other elenents besides these on this
l'ist here.

Now, ny final slide, just to put all this
in prospective, it's inportant to come up with a -- with
a functional and effective regulatory organization, but
it's also inportant to nake sure that you work on the
right problem Here's an exanple of the regul ator who
wor ked on the wong problem

Dependi ng upon your point of view the
mar ket or either, you know, either beneficent benign
producers of greater quality, |lower cost, and better
access where there were patient |ikings, but either way,
the regul ator should be adapted to and extrenely the
parts of market that are nost effective and not
hi ndering i nportant innovations that can occur.

Ckay. |I'mgoing to put this slide back
up or any other at your request, but | would like

specifically nowto solicit your comments both on the
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criteria and on this whol e concept of vertical and
hori zontal consolidation.

If | have any thoughts? It's a good
point. Thank you, M. Alpert.

DR ALPERT: Well, | would frane -- |
woul d add to the way you franed this, actually if you
| eave that one up, if you elimnate the first two |ines,
i.e., what the regulative animal is that's the issue
here. Your recomrendations really apply and in the
direction that we're regul ati ng al nost anyt hi ng.

They're all admrable, but our specific problemrel ates
to the aninal we're dealing with here, i.e., managed
care. And the reason we're here is not to belabor this
is people are upset. W keep asking this question, "Wy
are they upset?" And | think contained in that relates
exactly to what you're tal king about in termnms of

consol idating regulation to have two entities and put
theminto one if they |lend thensel ves to the group.

I would frame it slightly differently. |
think the animal we're dealing with that has the probl em
of having two separate sub animals in it headed under
one category that are so different that you need to take
both into account when you regul ate.

Il sinply give you an exanple in a very
small microcosm | don't know if anybody el se here is
either thensel ves or whatever business they do regul ated
by nore than one agency because of the desperate nature

how the business is run or not. But | ama snall
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busi ness owner, small corporation, and everything | do
internms of articles and corporation taxes, reporting
requirements, and laws in regulations that | respond to
as a snall corporation are regul ated by the Department
of Corporations. This is in existence today. That's
all.

DR ROVERO If | can clarify that, as a
busi ness.

DR ALPERT: Precisely. Fiscal solvency,
all of ny records, all the way to pricing conpetitions
so forth and so on. In the delivery of that business
whi ch happens to be health care there is a whol e ot her
aspect that lends itself -- | think that's our problem
| think it's the -- right now we have an all or not hi ng
regul ation; whereas, on the prima level, for instance,
what | do when | practice medicine |'mregul ated by a
whol e different entity in that practice. |'m
responsible by ny license in the State of California by
the Departnent of Consumer Affairs.

Now, that actually works right now And
so here's the situation where | have -- as |'m
conducting ny daily activities or ny business, |I'm
really responsible to two separate regul atory agencies
for two very precisely defined and very different
issues. And so in one sense as you presented initially,
you know, if we have two regul ati ng agenci es deal i ng
wi th one aninmal, we shoul d deci de whether or not that's

problematic. Well, | would throw out for discussion

27



maybe if we had it the other way. Mybe the ani mal
we're tal king about, i.e., health care delivery, because
really a health care delivery systemif indeed some of
these other things that Chairnman Enthoven has brought
out in terms of enterpriseability, and how they practice
medi cine and so forth and so on. There's a large trend
and certainly large group of people that think that
maybe that's true; that if we acknow edge quality in
heal th care delivery and giving care is a big part of
it, which | think everybody does. And we know that
corporate structure is a big part of it over here. And
isn't that on a much larger scale an exanple of kind of
what |'mdoing that already exists as an individual, and
that just right now seens to be working.

I'mnot proposing that we do that, I'm
saying nmaybe that's a possibility. Mybe the world
wouldn't end if we separated two very different parts of
what managed care health delivery is and al |l owed, say,
DOC to continue to regul ate all of those corporate
structures and had a nedical quality oriented group,
whatever it be, a newy established group, that
essentially puts the consuner, the patient, at the
center of the regul atory focus and how they get their
care which is exactly what happens to ne when | give
care, and then they look at it that way, and put that
there and the corporate part here and have them either
regul ated by -- in the same way that ny practice is just

di vided by the job.
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The other option is everybody voted --
the majority voted for a separate new agency. W
weren't really given some other options as a hybrid or
conbi nation or creating and so forth, but | think that
nost of the problens that have resulted in creating by
public demand in task force to the | egislature have been
on that perception of the quality side in terns of daily
care, that may have been over here with the corporate
structure of this whole responsibility.

DR ROMERO Two-fold. First, that the
di chotony of the side if | used the words business and
financial rates on one side of the colum and quality
care regul ated on the other, is that conservative?

DR ALPERT: | don't know that that can't
work. Maybe it can't work on the |large side --

DR ROVERO Ckay. Let ne translate.

DR ALPERT: Sure.

DR ROVERO  Second is al so you said you
were regul ated by the Departnent of Corporations.

DR ALPERT: And the nedical board is
under the Department of Corporations -- oh, |I'msorry.

DR ROVERO  You said corporation.

DR ALPERT: Yes, on the business aspect.

DR ROVERO And in that respect if |
under stand you correctly, you can get corporation
regul ations sinply as a corporate business. There's no
speci al outcome under that. |f you were Bud Al pert

Shoes, Incorporated, you would get that same regul ation.
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DR ALPERT: Precisely. And | have to
follow a certain set of rules over here and foll ow a
certain set of rules over here, and both are part of
what | do. |It's just the nature of the beast, and |
think managed care is that kind of beast al so.

DR ROVERO Thank you. Barbara?

MB. DECKER | think this is typed to
somewhat what was just said by Bud, but | want to expand
it alittle bit more in thinking about how sone dispute
resolution information has come into our resource group.

' ve been concerned we've tal ked about it
in our group about the inherent effect a regul ator has
on review ng how decisions are made in a plan and how i f
you have a | ot of potential power or inplied power that
you may i nfluence how decisions are made in ways that
perhaps we mght not feel confortable about except back
fromthat, in other words, if one entity has all power,
| think we might be creating sone difficulties and, so |
want to stress again thinking about the different
activities and what's appropriate to have route
t oget her.

I'mthinking specifically in sone of the
information we obtained fromthe health plans they
tal ked about, the Department of Corporation is |ooking
at sone of the conplaints and may not even be saying
it's appropriate, but the fact that the Corporation is
| ooki ng at sonething makes the plan change how they are

| ooking at it, and maybe that's good. Maybe it's
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sonet hi ng the plan shoul d have done anyway. But there's
kind of an overlap and undue influence perhaps where a
certain kind of judgment is kind of crossing over into a
different kind of decision naking process.

So I'mconcerned -- | like the idea |
really advocate for having as much sinplicity and
consol i dation because | think that's sonething that
nakes sense to me if an individual wants to know where
to go and how to get things done and having one source,
et cetera. But |'mconcerned about the variety of
activities and is it appropriate to have things that are
dissimlar handled by the sane entity when there's a
different sense of judgment that's invol ved.

DR ROVERO First of all, as nmany of you
know, | worked for several years for the Public
Wilities Conmmission. So | very nuch know where you
speak, but a stray comment nade by the PUC Commi ssi oner
or by ne would get interpreted as the gospel by way of
regul ation, and sonetinmes very uni ntended effects.

But I'mtrying to see how consolidation
magni fies that problemor said differently, | nean,
there's no checks and bal ances. |f we have several
different regulators of the same organi zations, there's
no checks and bal ances going on there. So how does, you
know, ny question is if you consolidate across several
single regulators trying to work under DOC, how does
that magnify the probl emyou described?

MB. DECKER | guess I'mtrying to
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clarify or advocate toward the idea that regulators are
| ooki ng at one set of requirements. They're trying to
be sure that X, Y and Z things are done.

Now, should they al so be | ooking at other
ki nds of processes, and we have clear |ines of
authority, clear lines of accountability, and have an
entity that is responsible for insuring that the right
access to provider care is available, |ooking at how a
deci sion was made about medical necessity. There's a
different type of expertise there that perhaps need to
be clearly -- they don't need to be necessarily
different entities, but clear lines of authority so that
they' re not undoably put in positions that are not
giving authorities their rights or responsibility --

DR ROVERO | think what | just heard is
that you're | ess concerned about the arrogance of power
of consolidation than you are with nmaking sure that
authority is consistent with expertise, in essence, that
peopl e aren't freel ancing and maki ng deci si ons outsi de
of their area of expertise in the consolidation
organi zation. Am| hearing correctly?

M5. DECKER | think that's accurate in
that making a deliberate or even intend, |ike you
menti oned your comment, night be | ooked at as an
i ndi cation of where the authority is going to, someone
may react to it without having sort of necessary due
process that should take place before certain actions

take pl ace.
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DR ROVERO Let me just one other m nor
sidebar in this context which is | didn't belabor this
detail now, but the whole issue of once this task force
or anybody el se has settled on what kind of
consolidation, if any, should occur at the status quo
and what kinds of regulator organizations should be in
the responsibility of our regul ator?

Then there's another detail question
which is how that regul ati on shoul d be organi zed? For
exanpl e, should it be a single-appointed head |ike a
departnent director or should it be a board -- we heard
a bit about this in San Diego. |'mconcerned not
getting premature of that context, but one way that a
| ot of regulating organizations deal with keeping the
process honest, on your |ast comment, is by naking it a
very transparent process about |ike a board says, and we
heard from Professor Feldman in San Diego. He nmade a
reconmendati on al ong those |ines.

Now, |'ve been ignoring this side of the
room Anybody el se? Yes

MR ZATKIN It's still too short. Phil,
just a few thoughts. You' ve laid out the regul ation of
the health care systemwhich is not the same as managed
care. Al though, nanaged care consists of -- | nean
pi eces of the system obviously are part of nmanaged care,
but there's a reason why those el enents are regul ated
the way they are. And |'mnot trying to say it's done

perfectly because it's not.



The |icensure of individuals involves a
very focussed effort to deternine professional standards
and education and individual discipline. Wen you deal
with a facility, you're looking at a set of standards
that are quite conplex and relate to the facility. Wen
you' re tal king about a health plan, you're talking about
systens that have been placed in the plan primrily
systens -- it's not a place as nmuch as it is a set of
busi ness practi ces.

Now, there are common el enents that have
to do with quality | would agree. But when we | ook at
the overlapse | think that we need to be careful because
| think if we were to put all of this together, | woul d
argue that we end up with the same individual functions.
It mght be |ocated in the Departnent of Health Systens
Revi ew, but you still have people focusing on individual
l'icensure and so on. So that's one point.

Secondly, Medi-Cal | think has a
fiduciary obligation that's different fromthe
Department of Corporations. Medi-Cal is the purchaser.
The Departnent of Corporations sets basic standards for
doi ng business. Medi-Cal has a higher obligation as a
purchaser on behal f of the beneficiaries. And this
i ssue of whether we can get rid of Medi-Cal standards
and have just DOC | think is a very conplicated one, and
| personally would be concerned about elininating a
fiduciary obligation --

DR ROVERO First, I'mgoing to ask you

34



to anplify "get rid of Medi-Cal."

MR ZATKIN | thought you said where
there's an overlap you would like to consolidate. And
that's where --

DR ROMERO Yeah, that was a broad
comrent. M personal view, in ny personal view, the
duties of a purchaser are substantially different from
the duties of a regulator. Personally, if |I were king,
|'d separate the organizations. So that's -- that
particul ar el enent of consolidation | don't agree wth.

MR ZATKIN And third, indemity
insurance is fundamentally different fromHMVs. There
is an area where there is some overlap benefits and
sol vency, but even the sol vency standards are different
because HM>s have less liquid assets, and their ability
to provide main services. So | think we need -- |'mnot
saying there isn't some consolidation that can occur,
but | think we need to be very careful in how we go
about doing this. And | think we ought to be focused on
managed care as opposed to all of the constituent
el ement s.

DR ROVERO Thank you. Ron WIIianms?

MR WLLIAVS: Yes. | would echo
slightly different points. One thing | cannot suggest
is that the survey that we took provi des sone very
i nformation baseline discussions --

DR ROVERO  The Del phi article.

MR WLLIAVE: But | think we were al so
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fairly early in our process. | think it would al so be
interesting to readmnister either that or a version
better educating some of the issues in the processes

The second thing is when you | ook at the
role of the agencies, | think we're |ooking at to sone
degree fromthe government avenue as opposed to fromthe
| egislation that created that solve a problemfromthe
consuner point of view individual

And | think looking at it in that way
causes us too high a level that we need to go to the
nature of each organi zation and have nore clarity about
that and | ook at the focus and accountability of even
think an exanple is in the figure that showed all the
state agencies that oversees the health care regul ation
it says State Health Care Oversight for Managed Care.

Sone of those have a central mssion that
really isn't related to nanaged care, and nanaged care
is evolving. And there nay be opportunities to
streamiine, and I'll pick just a couple. The Department
of Industrial Relations division workers' conpensation
Their central mssion is that an injured worker really
receives both the right |evel of conpensation for their
injuries and the right level of care. Soit's a very
different kind of concern. There certainly are
opportunities for streamining. | think that what that
| eads ne --

DR ROVERO Actually, if | can just

interrupt. If | use ny dichotony in terms of regul ator
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for a second, | would interpret the way you summarized
the air of responsibility is really nmore of a
purchaser's role than a regulator's role. You agree
with that?

MR WLLIAVSE: Yes, it's there in
purposes of role and also for Medicare | agree with
that. | think the conclusion that |eads ne to that,
it's a challenge to deal with such an enornous
organi zation fromthe top down because top down the
simlarities are overwhelming. It's all dealing with
people. It's all dealing with health, and you can build
a case for a lot of econonmics, but congl orerates don't
work for business. They don't work in government
because we don't focus. W don't have the
accountability what we are established here to do
whet her it's doing the workers' conpensation, dealing
with the |icensed, you know, whatever --

UNI DENTI FI ED SPEAKER  Coul d you speak up
pl ease?

MR WLLIAMS: Yes, what that |eads ne to
is | believe that a streaniining approach, as it |ooks
very focused activities |ooks to be objective of each
organi zati ons how can we streamine to the extent to
streanmining you kind of roll functions up. Then you're
left with the inevitable answer that sonething that
nakes sense.

Wiat |'mgetting at, not so nuch as

global, this is not health care and nanaged care, but
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getting at, all of these groups are visiting doctors'
offices and | ooking at charts, and is there a way to
streaniine that process so that each nmandatory function
can be acconpl i shed?

DR ROVERG Thank you. Let me just make
a brief comment that Ron's comment stimul ates.
Unfortunately we've lost the bulb in our overhead
projector thanks to our host. So | can't showthis to
you at the nmoment, but | want to draw your attention to
a chart | put up very briefly. It's a mgjor -- Figure 4
California Health Care, the current state regulatory
jurisdiction.

The rows in that matrix -- |'msorry.
The rows in the matrix were an attenpt at an early and
admttedly very top level function of breakdown in the
spirit of your conmment on it, and | want to draw your
attention to this -- | want to draw your attention to
this because if at a later point you have comrents about
its accuracy or comments about a greater |evel of detail
that you think mght be necessary to hear comments on, |
woul d very nmuch like to hear them Because at the
nomrent this is the -- this is the nost -- this is the
crispest summary of ny statenent of the functional
responsibilities of different organizations. kay.
Thank you.

MB. BOWE: Actually, | was rather struck
that even this is a conplex chart, it has the clarity to

it. And the one thing that | was noticing that | was
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pleased with is the fact that for the nmost with one

not abl e exception, the responsibility for the various
regul atory functions are linked to enforcenment, and |
think that that's appropriate. In other words, if they
identify the problem they have a way of either yanking
a license or putting in a fine to correct the problem

The exception is when you get over into
medi cal groups, and for the nost part where they come
back to the corporations when you get into enforcement
that says narket through the plans. And | think that
that's a potential area here where we've heard
di scussi ons before about the kinds of resolution that go
on between individual patient and an individual
physi cian within the nedical group and health plan and
the health plans hol di ng the nedi cal groups
accountability.

And | think the kinds of things you' re
giving the facilities which are in the current tine for
the nost part very different than those that we | ook for
in health plans or insurance or nedical groups.

Probably just as well they are separate; however, when
we take in the incidents of where, and | suspect we wll
see nore of this in the future, with the provider
service organi zations and Medi care risk, and what we're
seeing now the applications to the Department of
Corporations for various particularly |arger
institutions will probably change over tine to contract
directly. There is nmore roomfor overlap, and it's ny
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under st andi ng that when they want to becone the direct
provider and in effect insure they go through the
Department of Corporations; is that correct?

DR ROVERO The assistant director is in
the audience, so Gary | invite you to correct me if
m sstate this, but ny understanding is that if they --
let ne see if |I got this right -- an organization can
choose to bear risks and apply for a limted Knox-Keene
l'icense, but they have to be affiliated with a ful
Knox- Keene | i censee

M5. BOME: | think, for instance, let's
say we were partners where they normally woul d be
consi dered as a nedi cal group, but now they can apply to
the Departnent of Corporation --

DR ROVERO They can now al so apply for
a full Knox-Keene |icense.

MB. BOMWE: Yes

DR ROVERO Al right. Yes?

MR LEE: They have a limted
Knox- Keene - -

MB. BOME: Limted, they have a |limted
Knox- Keene |icense

MR LEE: They still need to have a
l'icense contract through a fully licensed Knox-Keene
pl an.

DR ROMERO That's what | said, but it's
al so possible, | presunme, if you' re willing to accept

the financial solvency, and other departnents can al so
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apply for full licenses, right. That's a business
deci sion made by the organizati on.

MB. BOME: Anyway, to sumup the whol e
thoughts here is rather than thinking it's too conpl ex
and needs nore consolidation, | think you denmonstrated
here that there are sone pretty clear |ines of
responsibility and accountability by function. So |
woul d say, you know, w th sone nminor tweaking, it
actual ly | ooks better.

DR ROVERO (Ckay. Just -- let's just
pause here a second and just note that thus far we've
heard two alternative hypotheses, and | just want to get
themon the table so peopl e know what they are.

One is to some degree of consolidation
across nultiple regulatees and in our discussions | said
I'mnot prepared to nake that direct statenent.

The other is in essence, preserve the
current systemin, you know, process inprovenent, and
then either accept that the process inproved it or only
consi der reorganization after it's inproved. That's ny
transl ation of your comrents. |Is that a fair summary?

MR WLLIAVE: Just repeat it one nore
tine.

DR ROVERO Ckay. Alternative option B
is status quo with process inprovenents upon the
conpl etion of a practice inprovement. That's the time
where we will consider any reorganization.

MR WLLIAVE: | saidit just alittle
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bit different which is start with the mssion and focus
of each entity and have an enriched understandi ng and
view of what that focus and mission is.

To answer the streaniining questions to
some degree is laid out here in opportunities for
processing i nprovenent, and then bal ance that against
the econoni c comm ssion. Many of these organizations
have fundanmental |y different organizations and trying to
aggregate them we run the risk of losing a focus on the
original mssion.

DR ROVERO  Bud?

DR ALPERT: Actually, what Ron just said
is what | wanted to. And that's losing focus of the
original issue and for -- | think | may be confused, |
may not. |f you say process inproverments, | assume what
you' re saying is an inprovenment to address what is
perceived as a significant problemand that is --

DR ROVERQO | use a bit of a business
chart. Let me give you an exanple --

DR ALPERT: And that's fine, but it's
not saying that everything -- because everything fits
nicely and has a box with a name in here that
everything' s fine.

| guess what |'msaying is that process
i nprovenent phrase is not -- should be addressing why we
exist. It's not an insignificant process inprovenent.

It may only require one little glitch within this

framework -- change within the framework which would be
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easy and sinple | think if that's possible.

DR ROVERG And again I'mnot trying to
drive us to a decision, I"'mtrying to articulate the
options.

DR ALPERT: R ght.

DR ROVERG In ny ending phrase |ike
process inproverment, | used a bit of |anguage how you
trivialize the challenge to civil reaction, and that's a
fair point. Sorry. M chael?

DR KARPF:. | think one of the problens
I'mhaving is we seemto be driven by care. W're
taking a | ook at what existed or what exists and trying
to figure out howwe can fix it. |'mnot sure that the
probl ems that we're being asked to address, in fact,
have been addressed by issues of the past. So | am
concerned that naybe we're getting ahead of oursel ves.
Maybe what we need to do is to find the issues where the
probl emrs exist, and then see if sone of themare being
addressed and sone of themaren't being addressed.

As an exanple, |'ve listened to people
give testinmony. W' ve discussed that the issues seemto
me, they seemto fall into several categories. They
seemto fall into whether beneficiaries or users of the
heal th care system understand what they' re entitled to,
and that falls into the issue of design of benefits.

And we nmay need to look at that a bit differently than
we've | ooked at it in the past.

They fall into the issues of what they
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are entitled to, and that is appropriate. And that goes
to the issue of quality, whether it's quality of
providers, quality of institutions, quality of process.
And that nay not have been addressed appropriately in
the past, and it falls into the issue of availability.
And that's the issue of grievance and distribution of
provi ders.

And I'mnot sure that |ooking to the past
is going to answer those questions, so maybe what we
need to find are really the problens and then see if
there's a nechani smof answering those issues.

DR ROVERO This is why | said at the
outset this is, you know, who regulates is extrenely
entirely interdependent with what the policy phil osophy
is of the regulations we're supposed to inplenent. You
just gave a couple of very good exanples of that.

Bill, did you have a comrent ?

M. SINGH Dr. Ronero, before we begin,
we've had a couple of comments from menbers of the
audi ence. Task force nenbers, when we use the mcs,
pl ease al most eat them |If you speak very closely into
themand attenpt to project your voice, we can ensure
that the nenbers of the public can here, but you really
need to get right on top of it in order for themto
function fully. Thank you very nuch.

DR RAOVERO Hlen?

M. SEVERON: | wanted to go back. |

wanted to nove away fromthe little boxes, Phil, and |
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wanted to go back to the slide that has what | think
woul d be described as the core principles.

DR ROVERO Wth any luck I'Il be able
to project it in a noment.

MB. SEVERONI: Ckay. Geat. And the
reason |'d like to go back to that, if you don't m nd,
is, Steve, you spent a lot of tine talking to the public
about the values and principals and what we want in the
systens. And | see, | think, the inportant data m ssing
here and that woul d be accountability.

Now, it's been mentioned several tinmes by
ny col | eagues here. By accountability, what | would
translate that to nean is that | nyself or any of ny
fam |y nenbers woul dn't know who to call. And so that
if we're going to design a systemthat's going to
regul ate, I want to know that one of the core val ues
being put in place is going to be accountability.

And one of the issues here is know ng as
wel | how strongly the public feels about their
providers. | think that this is also going to have to
be a systemthat is accountable to the providers as well
where that doesn't at least split us. So that would be
inportant to ne.

And the second thing that | noticed
whenever we tal k about regul ating or sonehow taking care
of the large groups of people, that it seens that we
forget that those are the very peopl e who know probably

how to innovate the system probably better than anybody
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el se

So when we tal k about encouragi ng
innovation, | would like to add as nenber or
beneficiary, | would like to see us regulate a way that
i nnovations are driven by those who are using the
system not necessarily the people that are invested in
desi gning the body that regul ates it.

DR ROVERO On that, ny exanple of this
has al ways been GMwho in the late 1980s never had a
custoner who told himhow to design a car. |s that what
we' re tal king about in essence?

M5. SEVERONI: One of those kinds of
things so when we | ook at the designs, we're saying
"Let's | ook for something new." One of the things that
we need to fill inis a systemthat inproves itself
based on the consumers that use it. So that nmight mean
things like advisory bodies and all sorts of -- | don't
want to get into all of those boxes, but | agree in the
principle innovation woul d be menber driven since we're
all nenbers of organizations, that we woul d have to
desi gn ways to keep that nenber voice included

DR ROMERO Hlen, bear with ne. e
quick followup, Ellen, on accountability, and this is a
box question, and | apol ogi ze. But you have an
off-the-cuff view as to the inportance of consuners
patients, having a single phone call if they have
grievances? | nean is it inportant -- is it inportant

that a single organization be responsible for regul ating
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that or not?

MB. SEVERONI: | can't give you an
off-the-cuff answer. Wat | can tell you when you ask
me that question is that what |'ve heard nost often is
that people just sinply are sonewhere stuck in the
system and rather than make the grievance, they want to
know how to talk to the person that's going to help them
get through, get to the next step. That's ny
experi ence.

DR ROVERO Ckay. Hlen, I"'msorry. |
proni sed Bruce.

DR SPURLOCK: | think that people have
tal ked earlier about us noting the original problem and
| want to bring up a point that | think there's a nyth
potentially in this whol e di scussion of oversight and
regul atory change and regul atory structure change.

Wien Mary O Sul livan addressed us at the
very first meeting, she tal ked about restoring the
public trust. | think it's a nmyth that changi ng the
regul atory structure will restore the public trust. |
think that's a fundanental issue we need to accept.

The only way | feel to restore the
public's trust are actions that peopl e can depend upon
on an individual basis day by day. That's one point
that | want to say that we're not really going to
address the fundanental problemthat nany people are
| ooking for with this task force with this subject.

DR ROVERO Can you just hold for a
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second? | would just like to address that. Wuld
anybody di sagree with the proposition that regul atory
organi zation will play nmostly a minor part in the
restoring of public trust? Does anybody think that's
nmore inportant than that?

MR LEE: Say that again.

DR ROVERO | translated Bruce's point
that the proposition is fixing or changing the way we
organi ze state regulation will have a nostly mnor --
play a nostly nminor role in inmproving public trust in
the health care system Does anybody disagree with
that ?

DR ALPERT: | do.

DR RAOVERQ  You do.

DR ALPERT: | think potentially it
depends on what you do. |If you quite clearly put the
i ndi vi dual citizen, consuner, everything Elen said
woul d resinate at the center the object of that
regul atory agency, it sinply has to do with the quality
of health care delivery. Then | think that the
potential may be there in fact. Each --

DR ROVERO  Sorry. (kay. Bruce?

DR SPURLOCK: Having said ny previous
statenment, | do want to nmake one observation. | think
the fact we came here to tal k about managed care, and if
you | ook at your boxes under quality of care there's
not hi ng on indemity insurance. Actually, | think

that's inaccurate. It is sonething you know that's



wor t hwhi | e because we're tal king about a new structure
here. And in reality ny experience that indemity
insurance is indirect in the marketpl ace and reputation
in what we call indirect measure fromthe driver's of
that issue

But nore inportantly, | can only agree
with what Dr. Karpf said. | think we need a new
regul atory | anguage because | think our regul atory
thinking and the regul atory structure involved in tine
when we didn't have such a tight relationship as finance
and delivered health care. W weren't being |inked |
think in a regulatory framework fromthat standpoint
new real ity tal ks about new accountability.

Wiat | just mentioned with indemity
i nsurance, we had very |l oose notes of quality it was
based on reputation, what was the best nedical center,
whi ch was the best physician entity. W now have
per f ormance neasures and increasing | evel s of
accountability, different levels in the systemthat are
new, and | think if you | ook at a regulatory structure
fromthat framework and also fromthe framework that
we're married at the hip with cost in effecting this
equality. | mean there's no way to separate those three
out. And as long as we try to look at those different
regul atory agencies with different regulatory functions
fromthe old | anguage, | think we're bound to fail

So when we | ook forward and | ook at the

details because that's where we delve -- we delve into
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the detail success of our efforts to restructure really
at the detail level we need to remenber that those
things are changed now.

DR ROVERO Alen Zarenberg. Get close.

MR ZAREMBERG Thank you. | start this
with, and | think I'msort of finding out that ny
question about four people ago was what was really the
i ssue as to why people want to change the regul atory
structure. Is it restoration of public trust? Is it
they're not following the law? And is it they're not
follow ng the | aw because they don't have adequate
resources or is it the law is inadequate?

And even though we had a survey about
peopl e on the task force indicating why they want to
go -- no, where they want to go, they don't say why.

DR ROVERO W didn't ask them

MR ZAREMBERG And it's very, very
difficult for me to say | appreciate your concern, and |
think to satisfy your goal the best thing we can do is
to do this, and you know add ny two cents worth or ny
expertise that |1've had and to be able to say you want
to do this. That's your goal. | think the best thing
istodothis, for exanple, let ne give you a couple of
exanpl es.

| think restoration of public trust, why
is that? And when the conm ssioner was here, he tal ked
about his increase in funding, and when we asked peopl e

what are you unconfortable with or what do you think
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they' re not doing, did the increase in funding which was
a substantial increase that the legislature directed,
does that satisfy some of the concerns that sone of the
task force nenbers have? | don't know that. It would
be hel pful to know what people are concerned about. And
like | said, there's a law out there that regul ates
health plans, is it not being fol | owed because there's

i nadequat e resources or because people aren't follow ng
the | aw?

In terms of there needs to be an ability
to have a pl ace where you can go to make your consuner
conplaints. |'mnot sure that's a question of the
regul atory body, itself, or the establishing a mechani sm
for consuner conplaints that clearly the people
under stand; whether it be the office of health care
consuner conplaints and that can be in the Department of
Corporations or the departnent of health service. It
can be anywhere as |ong as people are aware of the
standard, and it's consistent forever. And sonething
that's easy for people to understand, that's as much
mar ket i ng.

Peter's point about public trust, it's --
I think it's a question of why have people, you know,
why they feel they're not regulated properly or is it a
question, not a very sinplistic question, but it very
wel | may be, that you're not satisfied with the
securities attorney overseeing the health care industry.

And |I'mnot sure how securities people would feel if
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they had a health care person overseeing the securities
industry, which is a good way to put it.

If that was a concern, and if financi al
resources have been added to help take care of it, and,
you know, in ternms of that, then that is a different
one. That approach is mainly spun off in the sane
agency with a separate department. And is that, you
know, |'mnot sure what |I'mtrying to gather, I'mtrying
to find out exactly what people's goals are.

And |, you know, if that were the goals,
I wouldn't necessarily object to people saying, "Vell,
we want a board." Well, | would object for ten
different reasons just because it's just bad government,
and it's just inefficient. But if | can know that
whet her the discussion today is to help flush that out
or if we can question the individual nenbers of the task
force so we know exactly what goal they're trying to
achi eve, what issue they're trying to fix, if it's
broken, then hopefully we can help draft sonething
that's a solution that it's a consensus.

DR ROVERO Two quick comrents. You' ve
heard nme several times say that this is in sone sense
premature, but | think ultimtely your recommendati ons
is nore appropriate once we have policy substance to
provi de contact.

I'mdoing this now, this is an artifact
of our ol der scheduling decision. In our original

Del phi because of that schedul e we asked the questions |
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have already tol d you about, a few nore detailed ones,
the ones | will nention in a noment.

VW did not ask what do you think the
principal problens are that couldn't be solved by an
organi zation, and | think if we go out and capture the
task force's opinions in a structured way, |ike Del ph
again, we could certainly do that.

Secondl y, just the factual announcenent
think you nade, Allan, which is about the corporations'
budget. Unfortunately | don't have the technol ogy to
show this to you, but in our Del phi we asked the
foll owi ng question, "The DOC budget was $8.9 nillion; it
was just increased by 73 percent or $6.5 nmillion. Wth
this amount, the DOCis expected to monitor HM3s with
$34 billion in revenues. Do you think the budget: is
about right? Shoul d double? Should triple? Should be
based on a ratio that varies as a proportion to tota
the HVO revenues?”

I think a conmment of probably is even
nore inportant than specific answers, and I'll show you

Wiat | got out of this was in essence
that the -- being the relative endorsenment of the
specific dollar anount was pretty tentative because a
lot of the task force nenbers thought this was just too
detailed for collective nmenbers

You want to comment ?

MR ZAREMBERG | guess the question

woul d be it would be hel pful to have the department
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explain it because in terns of regul ati ng managed care
when you say, “"Should it be a function of the enrollees
or the function of revenues?" |s that nore nmerely a
function of how much they handl e consuner conplaints in
that particular division in terns of regulatory
oversights as to what their other responsibilities may
be, inproving nergers, other things like that. |s that
a function of revenues? It may not be a function of
revenues. It may not have no relation at all, although
| think enrollees may have a clear relationship to naybe
an officer of the court, the resource issues director of
consuner conplaints, but in ternms of all their other
regul atory responsibilities that nay or may not have a
nexus now. And | honestly don't know, and naybe
everybody el se around the table knows, but | don't.

DR ROVERO Let me just propose on this
i ssue -- okay, Keith, you want to nake a brief comment?

MR BISHOP: | can explain it

DR RAOVERO o ahead.

MR BISHOP: Basically the augnentation
was not based on any arbitrary percentage of revenues,
nunber of enrollees. The augnmentation that we did was
over a period of several nonths, we |ooked at the
performance | evels that we expected either sonetimes a
performance | evel was set by statute, for exanple, we're
required to approve or disapprove a notice of
nmodi fication within 20 days. Qhers were internal

performance standards. It's ny goal that we have no
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conpl aints over 60 days old. W have nedical surveys
within the years.

So what we did, we went through
everything we had to do, and then we eval uated whet her
or not we were doing it in atimely fashion. And then
if we weren't, what would it take to do that. And that
yi el ded, basically within the demand how nany attorneys,
how many exami ners, how nany health care anal ysts, it
woul d take to achieve that performance | evel and turn
the crank and out cane the budget augnentation that we
submtted to the | egislature.

So it wasn't a reflection at all of the
revenues of the health plan industry or the nunber of
enrollees. It was workload perfornmance eval uation.

DR ROVERO  Ckay. Just secondary
question, Keith. Since roughly half the task force
menbers thought in essence your funding should be
vari abl e based on sone proxy for workload |ike enrollees
or health plan revenues, if you could just briefly
comment on whether if there is a simlar proxy. |Is
there a suitable proxy?

MR BISHOP: | think it's too conplicated
because what we have to do is break out various
conponents of the workload. Wat we've seen, for
exanple, we started a 1-800 number in 1995, and we've --
| anticipate a certain |evel of phone calls after we
enforced the |aw regarding notification, and sonehow we

saw t hat nunmber of phone calls double.
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So what we do is break out that
conponent, eval uate how many people it takes to answer
the phones, how many people it takes to process the
conpl aints, there's so many phones in here, there's so
many conpl aints we get which translates so nany peopl e
that handl e those conplaints. And |'mnot sure that a
gross function like the total number of enrollees is a
very good proxy for the mcroanal ysis.

DR ROVERO Thank you. W're just about
out of time, but, Peter, | think you had a comment.

MR LEE: Couple of conments, a couple on
the big picture of the question how many on the
picture --

DR ROVERO Peter, woul d you get cl oser
to the m crophone.

MR LEE: The first | wanted to echo a
number of comments on the need to have on this list of
what needs to happen, and that is accountability. And
that is -- a couple of it is trust in the regulator.
And | think that's an inportant factor that really has
been mssing, but it's also accounting for liable, and |
woul d l'ike to process what we're tal king about saying
the functions that we're doing the specifics first,
oversi ght resol ution processing plan, financial
i ncentives, because that's really where peopl e have
trust, and the regulators is second to your question.
The inportant second to your question, so | think we're
goi ng about this right nowin terms of com ng back
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around to talk about the regul ator after we've tal ked
nmore about what we're noving into, so | appreciate
that --

DR ROVERO  Peter, just a quick
interruption on that and El |l en Severoni made a simlar
poi nt in your paper which | think has been distributed?
Right, and | consider it a pretty inconplete draft.
There's a longer list of criteria that | showed on ny
slide including one that |ooks a lot nore |ike
accountability in the work fairness. But | agree
conpletely by definition if people don't feel the
regul ators are being attentive to their interest to the
provi ders or consumers, then it's not accountability.
Sorry. Alain, go ahead.

CHAl RVAN ENTHOVEN:  No.

DR RAOVERO o ahead.

MR LEE: The other issue about
accessibility part of the things that |I structured by
the chart is, different charts is that, yes, they're
confusing for providers, but they really are very
confusing for consurmers. Consumers don't know where
they fit, and | think one of the problens with that
is -- and this is where we | ook at the interface between
maki ng, for instance, accessible potentially what
nunber, et cetera.

Yes, | agree, absolutely, with -- | think
Ellen made the point it doesn't need to be one agency,

it could be a shared place, but people right now are



very confused. They don't know if they're in sonething
that's regul ated by X agency versus Y agency. And for
the consuner, the differences are really quite hazy.

And that's a specific issue | wanted to both agree and
disagree with sone of the things that Steve said in
terns of functions. There are certain functions that do
farmout separately, such as individual practitioners,
facilities.

The place where | got notice of
f oreshadowi ng we' re discussing later and less clear is
pl ans the groups that systens appear delivery in place
aren't just health plans anynore, they are al so nedica
groups. And they may not have full risk like health
pl ans do, but they are systens through which fromthe
consuner's perspective they can find hurdl es or systens
they need to navigate, and what that means fromthe
consuner perspective, they see what in essence is a mn
pl ank. They nmay not have full capitation passed down
the stream but those consumers don't get full risk
capitation anyway.

And that's where | think one of the sort
of overlapping points simlarly | agree that in nany
cases indemity is different fromHM3s, but there's so
many shades of gray now in terms of points of service
under PPCs, and that's another we need to | ook closely
at in ternms of what are the simlarities and differences
and what that neans on ground | evel for consuner access

and then at the higher |evels of nonetary oversight.
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DR ROVERO Just as a process check,
we're about out of time, and | think Alan, Mirk
H epler, was there anybody el se that wanted to comment
on the chart? A ain?

CHAI RVAN ENTHOVEN. Wl |, this is com ng
back to what Al Zarenberg was saying. First, | think I
do agree with everybody that the arrangerment of the
regul atory boxes and their names at the high level is
not really the inportant -- that's secondary inportant.
The inportant thing is what actually happens down on the
ground where the regulators actually interact with the
regul ated and with the general public.

But a coupl e of questions have been in ny
mnd that |'ve tried to sort out as to their inportance.
One is should there be a health care person with
extensi ve background in health care in charge of
inventory regul atory agency, and it does seemto be one
thing about |aw enforcerment is that there have to be
priorities.

It's like | noticed that driving up here
this morning for the substantial part of the time | was
driving over 70 niles an hour, and that was just right
inthere with the rest of the traffic. And the highway
patrol wasn't doi ng anything about it because it was
early in the nmorning on a summer day. |If | was going at
that speed on a foggy wet day, |'msure even at a | ower
speed, they would have cone after me because they

under st and sonet hi ng about good | aw enforcenent is not
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just nailing people for technical violations, but it's
sonmehow done in light of the |arger purposes. W're
trying to have safety benefit and so forth.

So | do think it's inmportant that we have
some sense of priorities as to which laws need to be
enforced with higher priorities since we do have
limting time. The other is -- has to do with
sinmplifying lines of recording, and with the whole
question of coordination of delivery system W're
going to need to see a lot of hospitals close in this
state in the next ten years. W have too many hospital s
and too many hospital beds, and too nany hospitals and
too many beds are bad for your health and bad for your
pocket book that if we had better quality, if care was
consol idated to fewer hospitals and al so better econony.

But you think of the problemof closing a
hospital in this regulated world if it's participating
inthe, you know, it's regulated, it's contracting with
a dozen different health plans. Then they' re going to
have to deal with the facilities' regulators and that's
going to have to do with things |like do they have the
right numbers with the right experience and so forth.
And they're al so going to have to deal with the
Department of Corporations through the health plans
because they're going to cl ose each health plan and have
to file a notice of change. And that DOC will |ook at
that, and | could just see a lot of desirable mergers

getting somehow caught in the crossfire here. And
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sonmebody needs to be | ooking through that and saying is
this a good, overall good thing for the health and
safety of California econony -- of California or not.

And so these -- | think these do need to
be coordinated or to take another is w th personne
licensure. | think we're nmoving into the era -- out of
the era of the individual practitioner and much nore
wi th conpl ex nodern nedical care. You need team
approaches, and in many cases, some nenbers of the team
are not going to be MD.s.

| recall hearing Gail Warden who's
president of the Henry Ford Hospital in Detroit which is
kind of premere of all these specialty group practice
there saying, "W violate the nedical practice | aws of
M chi gan al nost every day." And if anyone wants to come
after that for us, we have data and they don't. But,
you know, the increased use of paranedicals and
technicians and so forth, and the i ssues are not so
much -- like | was discussing this once in the presence
of the a professor for the University of O egon who
said, "Ch, yeah, we have the single best

decat het eri zati ons done by technicians,” and | coul d
i magi ne the nedi cal board | ooking at that and saying
oh, you know, fromtheir individual practitioner
perspective saying, "this is dangerous to people's
heal th even though there's no data to support that."
And you have to bring in the perspective of the

organi zed systens, supervision of the training of

61



peopl e, del egation of tasks and so forth. And so | do
see a need for coordinated approaches to these issues.

| mean the table that we were shown | ooks very neat as
Becky poi nted out because clean lines that prepaid
health plans, it's all DOC licensure. It's all -- well,
that gets it across, but what I'mthinking is that a
hospital that's both part of the health plan systemthat
gets regulated by DOC, and it's a hospital. | just
think we need to be thinking about the -- how we nmake
sure those perspectives get coordinated.

DR ROVERO Al ain, just a procedural
note. | believe that -- | believe the next itemon the
schedul e is going to be a presentation by Professor
Schauffler, and | would just like to solicit your
deci si on about whether to continue this discussion a
little longer with Dr. Schauffler's permssion or to
truncate it now because we're past our allotted tine.

CHAl RVAN ENTHOVEN:.  There's a coupl e of
peopl e -- should we pick out those who didn't
participate? Ckay.

MR H EPLER Just one quick one. |
think the focus again as to why we're all here starts
with the consumer conpl aint and regul ati on regarding
that, and so one comment, if you | ooked at the sinple
fee-for-service older system | can get rid of ny
probl em by going to what | perceive was the source of ny
problem ny physician. | could switch. |If | didn't

l'i ke nmy insurance conpany, | could switch. And | think



fromthe consumer standpoint we have to | ook at

regul ation as the last effort, not a 1-800 nunber to
call for all your problems. Because we need to
incent-ize the people from-- the receiver of the
services and the giver of the services to resolve the
probl em before we create another bureaucracy who has the
| east and snmallest incentive to solve the problemand is
i ncapabl e of doing it.

So if we look at regulation for
consuners' sake, we need to give the overlap, and we
really want to have it exist to begin with and to the
degree we can, you know, with report cards, with all
kinds of accreditations things help those conpani es who
are doing a good job with solving their own probl enrs and
al l owi ng the consumer to go to the heart and source of
their problemas opposed to calling into the 800 nunber
and never dealing directly with their nedical group,
never dealing with their doctor. |It's the |east
efficient way to solve it. And then you bring in the
whol e idea if none of those work, then they go see a
| awyer, and we get nore inefficient.

So we're |looking at regulation. W need
to look at howto effectively get the consurer invol ved
inresolving their ow disputes so they don't have to
call a 1-800 nunber, and that's the type of focus I
think we need to | ook at when we're trying to design a
plan instead of just creating a hundred new 1-800

nunbers for people who call the Department of
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Corporations. They could never have enough people to
handl e all those, and people will go to themfirst if
they realize there isn't an internal mechanismfor the
HVOs or even the insurance conpanies to help solve their
own problens and incentive to do it. Because | know
many of them are happy when a patient doesn't call them
and they just call a 1-800 nunber because then there's a
delay in even needing to ook into this.

CHAI RVAN ENTHOVEN. Al right. That's a
very good point, Mark. To sone extent Peter Lee and
Bar bara Decker are working on that dispute resolution
process; although, | think your point is even nore than
that.

I's there another -- yes, dark?

MR KERR Just in terns of tine, | have
two quick points. One is | thought that Bud had a good
di stinction between the business side and the quality
side. And | think, inny nind, it nakes a |lot of sense
to think on the business side, the licensure or the
i ndi cations of those types of things that you may have
di fferent organizations based on who you're dealing
with. But I'mnot all convinced that you shoul d have
nore than one organi zation dealing with the quality of
care side because that's really the side that gets to
the public. And that's really the side that perhaps
nost of the concern to them And they' re dealing with
the whole quality of care. They're not just dealing

with the health care. They're dealing with the doctor.
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They' re dealing with the medical

with the professional

hospital. So |

group. They're dealing

really think it

makes a | ot of sense to have one group oversee

everything that the patient
side is separate, so that's

Just to nake
time to discuss it again,
wondering if we shoul d al so,
establ i sh m ni num st andar ds
health care in the state of

If you drive
anywhere in California your
| east 87 octane gas in your
health care service, and it'

your |oved one is at stake,

sees, and maybe the busi ness
one point we can discuss.

things hot so we don't have

but very inmportant, |I'm

as a regul atory issue,

of performance to offer

Cal i forni a.

up to the gas station

car is guaranteed to have at
car. But if you go and seek
s your life or the life of

you have no guarantee that

you' re getting 87 octane health care. So naybe we
shoul d di scuss that.

CHAl RVAN ENTHOVEN:  Ckay. Thank you,
d ark.

MB. BOME: Excuse ne. | just don't
think | can let that pass. | think that there is

licensure of facilities and

and licensure of health plans,

defined, fairly significant,

these entities have to neet.

|'i censure of professionals
and they are very
standards that each of

And to say that there

aren't any standards, | think is slightly inaccurate.

MR KERR I

per f or mance.

Cctane is perfornance per se.

mtal king about in terns of

' mtal ki ng
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about the actual outcome. |'mtalking about safety

i ssues, and these are not really covered | don't think
at this point. | mght be noving to get some experts to
come in. But I'lIl just use an exanple here

In the United States every day in termns
of adverse events, these are deaths fromthings that
happened to people within the health care systens as
opposed to when they went in them These are the
infections they pick up in hospitals. These are the
falls they have in hospitals. These are the adverse
drug reactions they have from nedicine prescribed. It's
the equival ent of one or two junbo jets crashing every
single day in this country. | wonder what kind of
outcry there would be in this country if the FAA or the
National Transportation Agency if one or two junbo jets
were crashing every day. Wuld they be happy? | don't
think so.

MB. BOWE: And | would submit to you
that there is a systemthat requires hospitals to
docurrent and take action on those incidents

CHAl RVAN ENTHOVEN: Al as, Rebecca, that
doesn't prevent the incidents. The incidents go on, but
you're right -- | nean, we have |ots of regulations and
standards, but --

DR ALPERT: Well, | just wanted to kind
of question Allan Zarenberg before because | thought
that was excellent that sort of framed the whol e thing

The answer is the -- we're here because
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of this massive paradigmshift in our health care
delivery. It used to be all the responsibility and all
the authority was in one doctor-patient relationship.
It is well traced out in paper that Al ain Enthoven
provi ded us by Professor Havighurst, which |I thought was
wonderful. If you haven't read it yet, | certainly
woul d recommend it to everybody about that paradi gm
shift going through first the hospitals and then

physi ci ans who work for the hospitals and that sort of
matter. They have a bigger enterprise practicing

medi cal care. And now we have | ots of |arger
enterprises practicing medical care.

That paradi gmshift of responsibility and
authority of giving somebody care from one physician to
| arge groups of institutions has produced the outcry
that has got us here because we haven't reconciled the
whole thing is nowto an even |arger |evel.

Wth regard to what Mark H epler just
said, and | think Chairman Enthoven will agree, was
tal king about nmore in ternms of not having a 1-800 nunber
because if it's all taken care of internally by the
self-regulation, that is also traced in the one-way to
do -- that is also traced in Professor Havighurst's
article on this, and | don't knowif you're going to
tal k about that later or not.

MR ZAREMBERG Just to clarify the
question, Alain, just so | understand it and trying to

gather some infornation between now and the next

67



nmeeting. Are you suggesting, maybe such on a personal
view, that we should take a | ook at having one entity
that deterni nes how nany hospital beds there are, how
many specialists there are, and coordinate that with the
type of health care delivery system --

DR ALPERT: Not at all.

MR ZAREMBERG No, I'masking A ain
because he tal ked about that.

CHAI RVAN ENTHOVEN:  That sounds |ike the
wor st possi bl e i dea.

MR ZAREMBERG Because you referenced
those things, and | just want to clarify that's not the
direction anybody wants to go.

CHAI RVAN ENTHOVEN.  No, no, but we're
having -- you have --

MR ZAREMBERG That's all you have to
say i s no.

CHAl RVAN ENTHOVEN.  No, all these
entities are regulated with respect to health and safety
standards, all these other standards, and |'mjust
trying to get at the idea that | think we need to | ook
at the need for some coordination. You know, it's |ike
these charts that we've seen where all these different
lines are feeding into the hospital directly or
indirectly and reporting directly in DHS, indirectly to
DCC.

MR ZAREMBERG It wasn't a proposal.

CHAl RVAN ENTHOVEN:  Ckay. Al right.
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Vll, I"msure we're going to come back to this. |
think we all need to reflect on this. W nay have
several variations of this. | really appreciate the
good di scussion we've had on this.

| propose now that we nove on to
Dr. Helen Schauffler who is going to give us a report on
the survey. Dr. Schauffler?

MB. SINGH | just wanted to announce
there are a limted anount of copies of the slide
nmaterial s on the back table.

CHAl RVAN ENTHOVEN. Al so, we have speaker
cards on the back table, and the way that | will call on
people will be on the basis of the speaker cards, and we
will call people. Please give the cards to Terry who is
standing by the table with her hand up, and we will call
on people in the order that she brings to me the speaker
cards.

THE REPORTER Can we go off the record
for a mnute? | need to change the paper.

CHAl RVAN ENTHOVEN:  Ckay. W'll take a
short break for the court reporter to replenish her need
for nore paper.

(Brief recess.)

CHAl RVAN ENTHOVEN.  Ckay. W'll call the
nmeeting back to order and Professor Schauffler will talk
to us about the state of the survey.

DR SCHAUFFLER  Thank you. Can peopl e

hear me? Ckay. First of all, 1'd like to thank all the
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task force menbers who participated and hel ped in

devel oping the public survey. |In particular, 1'd |ike
to thank Phil Ronero and Hattie Skubi k, A ain Enthoven
and A ark Kerr, Peter Lee, Ron WIllians and his research
director Richard Wiss, Maryann O Sul livan, and Jeanne
Fi nberg who remained invol ved t hroughout the entire
process from beginning to end and hel ping to devel op the
survey, so thank you very nuch for your input.

I'd also like to thank Mark Smith of
California Health Care Foundation and Joel Oroker from
the Friendly H Ils Foundati on who both nade generous
grants to hel p support the public survey which nade
us -- enabled us to expand our staple sizes
significantly so we were able to make nuch nore accurate
estimates about the preval ence of different problens in
the California popul ati on.

And | also just briefly want to rem nd
task force and the audi ence of the goal of the survey
which is to conduct a scientifically valid survey of
mature Californians to docurment the preval ence of the
various probl ens consurmers are experiencing with their
heal th insurance and their health plans in California
and to get gain of a rmuch better understanding of the
types of problenms that are being experienced, their
severity, and the ability of consumers to resolve their
probl emrs successfully within the system

You have a handout in your packet, task
force menbers, with a brief sunmary of where we are on
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the survey, and | just want to quickly go over that with
you and answer any questions that you have

This is a conputer-assisted tel ephone
interview survey. W were doing randomdigit dialing of
the popul ation and the average | ength of the survey wll
be 25 mnutes to conplete. W have three different
sanpl es that we'll be analyzing as part of this survey.

The first is a general sanple of 1200
i nsured Californians who have lived in this state for 12
nmont hs or |onger and are over the age of 18 years.

The second sanple is a specific sanple of
peopl e who indicate they are either dissatisfied or very
satisfied with their current health insurance or health
pl an and/ or peopl e who indicate that they have had a
specific problemw th their health plan or health
i nsurance in the last 12 nonths.

So we' Il be sanpling approximately 1200
of these individuals, and we'll also be if an individua
is responsible for managing the care of a fanily menber
who lives in their household, such as a child or any
relation of those in their household or an adult, and
they' re directly responsible for overseeing that
person's health care, and that individual has had
problems with the health plan or is dissatisfied -- or
the respondent is dissatisfied with the care that that
fam |y nenber has gotten; they will also qualify to be a
respondent in this survey so that we will pick up

experiences for dependents who m ght be too young to
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qualify for the survey as well as elderly people who
have someone else in the famly managing their care.

And then finally we'll have a sanple of
approxi mately 500 insured Californians who are frequent
users of the health care systemand have a high |evel of
contact with the health care system and those
i ndividuals will qualify on the basis of having been
hospitalized in the last year or having visited a
physician five or nore times in the |ast year.

W have gone through a | engthy, but |
think quite productive process in devel opi ng the survey.
| interviewed 11 task force nmenbers who indicated they
were interested in participating in this survey. And 13
menbers of a National Technical Advisory Goup, experts
in survey researching nanaged care groups across the
country to identify existing surveys and possible
questions to include in our public survey.

And the first draft in fact was inclusive
of nearly all of the questions suggested by those
contacts. Understanding of the first draft would be way
too long to provide the task force menbers and our other
reviewers what was sort of a conprehensive base they
could select the priorities for this task force survey.

Copi es of first draft were sent to all of
the interested task force menbers and menbers of our
advi sory group. And reviewers were asked to identify
certain areas and questions to cut by 40 to 50 percent

this first draft and to identify areas that they felt
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were mssing fromthe first draft but shoul d be included
in the survey.

Based on both witten and verbal commrents
that we received fromten task force nenbers and
advi sory group nenbers, where there was consensus to cut
speci fic questions or revise specific questions, those
were made. And where there was not consensus, Chairman
and Vice Chair, Alain Enthoven and dark Kerr, that with
Hattie Skubik and Sara Singer and me to review the
conmments that we had received and to nmake what were
really very difficult decisions about what to keep in
the second draft of the survey. And we succeeded in
cutting the survey from 184 questions in its first draft
down to 89 questions in its second.

The second draft was sent to the entire
task force asking themfor reconmmendations on that draft
of the survey, to neke any changes, deletions, or
additions, and the final draft was devel oped through a
series of conmuni cations between Phil Ronero, Hattie
Skubi k, Al ain Enthoven, Sara Singer and rme.

The final draft was sent to the Beal
Research Corporation at the end of |ast week or Monday |
think for pretesting for the length logic and clarity.
I'mpleased to say we do have a survey that's 25 m nutes
inlength. And the final survey after it's finished
being pretested by field will be sent to all of the task
force menbers so you'll know exactly what it is we're

aski ng consumers of California.
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In terms of the content of the survey,
I've listed sort of the major sections of the survey to
give you sone idea if you haven't had a chance to review
the latest draft. W're getting information about the
individual's health insurance coverage. In fact, we're
asking themto read the nane of the their health
i nsurance plan exactly as it's witten on their health
card, health-nmed card.

Qur purpose is not prepare individual
heal th plans, but to be able to classify health plans by
brand type so we can conpare our experiences across
HVOs, PPO and indemity plans. W're also getting
information on the plan characteristics, information
whet her or not they have a personal doctor, and their
experiences with that doctor, their choice of health
pl an physicians, specialist care, hospital care,
specific problens that they've had with the health
insurance in the last 12 nonths, both type and severity,
the grievance process that they've pursued, and the
extent to which their problemwas resol ved, satisfaction
with their health insurance or health plan, public
opi nion on sone specific policy options that the task
force mght be considering, and finally information on
the respondent's heal th status including nmental
functional and physical health status as well as
denogr aphi cs.

So it's quite a conprehensive survey. MW

expectation is that we will provide you hopefully with
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some excel l ent data upon which to build for
reconmendations, and |'m happy to answer questions.

CHAI RVAN ENTHOVEN:  Thank you. Questions
fromtask force nenbers?

I'd like to conplinent you on your
pati ence and wi sdom coning through this very tough
process. | nean, |'ve learned a |ot by watching, and
it's not easy. | gather by your rattling those
questions that you ask people, but it turns out to be a
very conpl ex issue.

One of the questions that came up was
Harry Christie suggested that we get the names of people
who have conpl ained to the DOC and sanple them Which |
thought was a pretty neat idea from point of view kind
of a high octane way of getting at people who are
unhappy about the system

As far as we've been able to ascertain so
far, that the probability is very high approaching
certainty that the lawers think that to use those names
and phone those people would violate their
confidentiality, and that we won't be able to do it.
But what we have tried to do is approxinate Harry's
suggestion by a procedure in which we identified people
who say they are dissatisfied or they've had a probl em
and al so to sanple a frequent usage. So thank you very
much, Dr. Schauffler.

DR SCHAUFFLER  Thank you.

CHAl RVAN ENTHOVEN:  Now, we wi || proceed
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to the phase of public comrent. W have two speaker
cards which is nerciful, that means we will be able to
get to lunch sooner. The first one is Lynnie Mrgan

Let me just ask you, Ms. Morgan, before
you comment that at the bottom of your card you say you
want to tal k about the grievance process and regul ated
managed care. VW& wll be having sonme discussion this
afternoon about the dispute resolution process. Wuld
you prefer to cooment after that or would you prefer to
comrent now?

MB. MORGAN. That was one of the things
wanted clarification as | stepped up to the m crophone
Am | going to be able to have an opportunity to do that
and will there actually be task menbers |eft by that
time? Because I'll do it now.

CHAl RVAN ENTHOVEN:  Ckay. Let's go
ahead. |If you're concerned about that, let's just go
ahead now, and then on deck if we could have Cerda
Mller.

Pl ease proceed

MB. MORGAN  Thank you. | had a phone
call on |last Thursday, and the reason I'mtelling you
this is because I'mgoing to use ny famly as an exanpl e
of what | would like to reconmend to the task force

Last Thursday the cul nination of 20 years
of ny life's work came to an end in that a doctor in
Sout hern California that we had contracted and Kai ser

had al so contracted through ny grievance, the grievance
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process, and through a conplaint filed with the

Cal i fornia Departnent of Corporations found ny
daughter's disorder. W' ve been |ooking for 20 years
for this disorder.

In the last seven years | have spent
al most every waki ng hour pursuing avenues in the state
of California to define ny daughter's diagnosis so that
she coul d receive proper care from her physicians and
from her HVD,

M/ daughter is mssing 3,000 base pairs
of mtochondrial DNA out of a possible 16,500 sone odd
base pairs of DNA Wat is wong with the system where
| have to picket and file a conplaint with ny HM>? |
have to go past a mediation thing where | have to pay
nmore noney to have an opportunity to do that, have a
voice, and then | have to go to the State Departnent of
Corporations to be heard. Then if | don't get the
answer | want fromthe State Departnent of Corporations,
| have to go to an internedi ate person. The next person
up fromthat is the governor.

Wiat | would like to have nmet by the task
force is that you reinstate the doctor-patient integrity
by stronger regul ations fromthe Departmnent of
Corporations. But I'd like you to go past that and
consider that in a political climate in a state of
Cali fornia where we have a governor who has already said
that he is going to veto bills, and that things won't be

enacted until 19, what, '99? M daughter w |l be dead
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by that time, and ny son who is 18 noww || be married
and not knowi ng whether to have children.

| think that the scientific survey that
you' re tal king about is great, but | would ask that you
woul d consi der the accountability factors of this
survey, who are we accounting to? Are we accounting to
the current governnent? Are we accounting to residents

of California?

And | aminpassioned, ny friends. 1'm20
years inpassioned. |'msorry that there are no pure
consuners on your board. | would have w shed that you

at | east had a percentage of pure consumners.

Thank you for ny daughter. Thank you for
me and giving ne an opportunity to speak to you. But |
woul d just call on you to have the integrity that the
state of California residents hope that you do have and
vote in favor and instill things that are in the best
interest of the consuner slash patient. Thank you very
nuch.

CHAl RVAN ENTHOVEN:  Thank you very nuch.
Ms. Gerda MIller fromthe Gay Panthers.

MB. SEVERONI: My | just say one thing?
| just want to thank you. This is the third time, is
this correct, this is the third time that you have nade
the time to speak to us, ma'an?

MB. MORGAN Are you talking to ne?

M5. SEVERONI: Is this the third tinme?

M5. MORGAN And | woul d have been in
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L.A, but | couldn't afford it.

MB. SEVERONI: Yes, and | just want to
thank you for coming, and | just want to say | could not
i magi ne how frustrating this experience has been for
you. | don't think we know as individuals, but we are
hearing what you are saying, and | know that | would
personal |y work as hard as | can to see that we can nmake
some progress here. But thank you for com ng because |
can't inmagine even having to, after all that you have
been through, actually fight so hard and cone before us
inthis room so thank you very nmuch, and | think you' ve
been fair.

MB. MORGAN  Thank you.

CHAl RVAN ENTHOVEN:  Thank you, Ellen.

Al right.

MB. MLLER M nanme is CGerda Mller, and
| addressed you already last tine in San Francisco, so |
woul d not |ike to repeat what | said.

First of all, | want to thank you for
standing up to the governor and telling himthat he
shoul d not use you as a scapegoat, and he should go
ahead to pass the legislation that we fought so very
hard to get through.

| also want to say | was happy when you
addr essed, when you cane to Qakland, but it was again
the agenda, your agenda, is only really decided ten days
ahead of tinme, and until we hear of it, we can never

publicize it. And | wish that there would be nore
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hearings where you can really see ordinary people. |
have a |ist of about 12 people who al ready have horrible

experiences with HMO but they can never cone to talk to

you.

M/ suggestion to you is do you have any
witten -- any people to wite to, can you publicize
what you are doi ng? Because nobody who isn't like I, in

an organi zati on and working for health care, anybody of
the public doesn't even know what you are doing. And I
woul d suggest that you communicate nmore with the public
so the public can really participate. W don't have
many consunmers in your group, but we have nany consuners
who would like to talk to you. Thank you very nuch.

CHAl RVAN ENTHOVEN:  Thank you.

MB. SINGH In response to the |ast
speaker's comrents, we do have copies of the task force
nmeeting schedule on the table there, and it will Iist
the forthcom ng neetings. |In addition, you are wel come
to submt any comments that you have on nanaged care to
the task force by sending themto the task force
address. | will leave a snall pile of ny business cards
at the big table as well. As | mentioned earlier, we
have a web page now. So we are trying very hard to get
our word out to the public. Thank you very nuch.

MB. MLLER Thank you.

CHAl RVAN ENTHOVEN.  All right. Wt hout
objection the neeting is tenporarily adjourned. W'l
break for approxi mately one hour for |unch.
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(Recess taken.)

CHAI RVAN ENTHOVEN: W1 | the task force
pl ease come to order. | want to thank the Scottish Rite
for this rat-free environnent.

Ckay. W are ready to proceed di scussing
the work of task force nmenbers which | think is pretty
inportant. And we're very grateful to you for your
willingness to engage on these issues. W have four
that we want to discuss today. The first one is
expandi ng consuner choice, John Raney and Allen
Zar enber g.

Let me just say by way of introduction,
that fromearly days in the HVO novenent back in the
days when we thought of it as a nmovenent and not as a
busi ness, one of the cardinal principles was individual
choice. And that was in part because Kai ser Pernanente,
whi ch was the pioneer, the Pernmanente doctors did not
want to be required to take care of patients who really
didn't want to be there because they felt that was not a
good basis for a doctor-patient relationship, and what
they wanted were vol unt eers.

So they pioneered the idea of at |east
dual choice. | nean it was usually Kaiser versus Bl ue
Cross or Kaiser versus nedical service. That was kind
of the whole way things got going. And not until very
long ago that was generally the idea, for exanple, the
federal government in 1973 the HMD Act trying to open up

the market to HM3>s has passed the prevision HVO Act that
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every enployer is subject to the National Fair Labor and
Standards Act is essentially 25 or nore enpl oyees woul d
be required to be offered as a choice -- if they offered
heal th insurance, then they would have to offer one
group practice and one individual practice HM if such
HVOs existed in their area and wanted to serve -- offer
to be served their patients.

And that performed an inportant role in
kind of opening up the narket to conpetition and
extendi ng the notion of conpeting health plans. Wat's
happened in nore recent years is we've gotten a | ot of
singl e plan replacenent, and so many peopl e who
previously were at the fee-for-service suddenly found
thensel ves in an HMO wi thout a choi ce.

And | think that there are a | ot of
i nportant things about choice including if you get in
the habit of your health plan, and you have a choice you
al ways go by how you can get even, which is the next
annual enrollment I'lIl switch to plan B. And that would
be one of the nunber of safety dollars. Also if the
heal th plan knows you have a choice, they are nore
likely to be notivated to be responsive to your needs.

So | think the work of John Raney and
Allan Zarenberg is very inportant. |It's tough because
the state is highly constrained by E R1.S. A which
prevents the state fromregul ati ng enpl oyee nenbers. |
really appreciate the work you all are doing, so |'ll

turn the floor over to you.
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MR ZAREMBERG Thank you, Al ain.

Let me say that this is clearly a work in
progress. W're a long way fromreaching any concrete
reconmendations. Choices | think probably nade nore
difficult in health care than anything el se because as
we di scussed previously at a neeting, the economcs are
di fferent because one individual or entity pays and
anot her consumes, and that nakes a choi ce unique to
heal th care and how you go about it.

Most -- well, not nost, but a |arge
percentage of Californians do not have a choice of nore
than one plan. And nany Californians are obviously in
that particular situation may not be able to know who

all the avail abl e physicians are.

I think I"Il cut to the chase, basically,
John and | do agree on one thing, | think, and it's a
question of how you get there. WelIl, a solution how you

encour age choi ce. And encouragi ng choi ce woul d nean
that nmore people woul d be in purchasing pools, and that
in those purchasing pools, and there's a couple
different types of those which I'Il get intoin a
mnute. But that each purchasing pool has a
superdirectory of physicians, and | think the H PC has
nmoved towards that, and one of the other options for

pur chasi ng pools which is nore of a marketing type of
situation. Warden Brown is al so doing that, and they do
that because they believe that people will want to use

their purchasing cooperative because they have a choice
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of positions

So briefly let ne go through them and
basically we believe that whether you' re a snall, medi um
or large size of enployer, you should be able to offer
your enployees a nenu of health plans. PERS obviously
has the nost and is probably the nost well-known
purchasing pool. | don't believe that we have to -- |I'm
not sure. | don't believe they have a superdirectory of
physi ci ans, but as the H PC does, and the theory is that
you as the consuner, even though you nmay not be
purchasing it, you can look at the directory of
physi ci ans and deci de whi ch physician you want for your
primary care physician, if that's the way you wanted to
choose. You can either choose it that way or you can
choose it by means of the health plan based on
information that you have. And either cross reference
the physicians to a particular health plan or take the
heal th plan and | ook back to the physician. And we
believe that is the best way to encourage choice in
choi ce of plans and in choice of primary care
physi ci ans.

| can also, at least fromny perspective
and | don't know how John feels about this, but the
enpl oyer -- whatever enployer wants to offer in terns of
an enpl oyee benefit, it could very well be a hundred
percent of a plan which would be an HMO pl an, and then
if you wanted to have outsi de access to physicians

outside the network, then the question is, "Does each
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i ndi vi dual consurer want to pay that additional
choi ce -- exercise that choice and pay that additiona
prem un?"

There's -- that creates -- that brings
into play sone of the economics, traditional econom cs
of elasticity for the consuner that they do make some
choi ces based on their own economcs as to what type of
pl an they want.

| think the difficulty that we get into
in why we are a work in progress even though we do have
this recommendation is how do we get there? Wat is the
best way to encourage this? It was this |egislation
that was authored and signed into | aw | ast year SB 1559
by Steve Peace, and the governor signed that sets up a
process through the Department of |nsurance to |icense
and encourage nore purchasi ng pool s.

To ny know edge, at |east the staff
i ndicates to ne, that nobody has applied to create their
own purchasing pool. There are market arrangenents such
as Warden Brown and that have clearly begun as a way to
nmarket this. W heard fromBob Crichlow al so who has
est abl i shed purchasi ng pool for eight agents in the Bay
Area.

The legislation of 1559 puts a
restriction on who can direct the purchasing pool and
precl udes agents and brokers fromdoing this, and |
think John fromhis experience at the H PC agrees with

this. But it is clearly an issue that | think we need
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to pursue a little further. And the reason being is
because we see where there are purchasing pool s that
have been devel oped whet her they be \Warden Brown or
M. Cichlows, the agents and the brokers who make a
great deal of influence in the small- and medi umsized
markets are the controlling factors. And | think we
need to recognize that and see if there's a way to
ensure the integrity of a purchasing pool, and at the
sanme tine bring their incentives, which are business
incentives, into the devel opment of nore purchasing
pool s.

W see when we | ook at the data that
enpl oyees in large plans have choice for |arge
conpani es, governnent enpl oyees through PERS have

choice, but even in the small sector narket where we

have created the H PC, which is now turned out to be the

private ties, we see a slow growh, and once again
think sone of that -- and it provides choice, | nean
it's the things we want a superdirectory. They provide
choice plans, and it's a question of how rmuch do the
agents and brokers influence the process by encouragi ng
enpl oyers to make those deci si ons?

| tal ked about elasticity a few nonments
ago in ternms of the consuners, but it's clearly the
elasticity in the enployer narket. And they are very
price sensitive, and for when you get into the issue of
choice, enployers to a great extent are concerned

certainly in a snall enployer market and in the nedi um
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si zed narket about the increase in their health care
costs as the ability to stay in business. So nore often
than not, they will nake decisions based on their
ability to continue to afford health care, and that's
why purchasing pool we think allows themto do that and
at the sanme tine allows themto provide choice.

One final thing, we do have some
reconmendation that we're going to put in witing for
you that have come fromthe people that operate Warden
Brown that nake that process much nore streaniine.

Since it's a marking arrangenent, each enployer's

enpl oyee has the ability to choose froma menu, but at
the same tinme they have to contract w th each individual
pl an, and each individual enployee rather than to do it
as a purchasing pool would do, like the HPC, in a nore
broad based process. And that's one of the things they
suggested we needed a little work init. And that may
encourage nore, | think, nore of these narketing
arrangenents to all ow enpl oyers and our enpl oyees to
have a menu.

What | think where we need to work and
where we need to help, we'll probably be sending out
some recomrendations that are some ideas and asking for
some input back that is asking, "How do we encourage the
creation of more purchasing pool s?* And what is the way
todoit? And part of it is | think there would
certainly be -- our enployers are not demanding it right

now, and | think otherw se they probably would see nore
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of them And so -- that's -- we need your help, but
that is | think our goal is to provide choice to the
enpl oyee both in ternms of plan and provi des choice to
the enployee in terns of their physicians because if you
can set up a superdirectory, they can make deci si ons
based on that.

MR RAMEY: | believe Allan has pretty
much covered our discussions. He and | have been having
this discussion for over ten years now. Qur roles have
changed, but the discussion's pretty nuch the sane. |
think that it's characteristic of deliberations over
health care policy that we all, | think, would pretty
much agree on the broad policy goal nmore choice in the
mar ket pl ace. And then struggle mldly to figure out a
way to acconplish that choi ce upon which we would all as
readily agree

| amstruck by the fact that | believe
that we are having a |uxury of these discussions based
upon the previous ability that we've seen in California
essentially since 19 -- at |east 1993. The conpetitive
manage care narket systemthat has produced that prem um
stability can be undone. And we're going to need to be
very careful that we don't do things that woul d again
cause a focus to be alnost conpletely on price and at
the expense of discussion of quality.

One of the things that is a primry
factor in thinking about creating nmore choice in the
mar ket pl ace is risk selection. Because as you create
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nmore choice, you al so create the danger of a nore severe
risk selection. |If we had, for instance, a thousand or
2,000 purchasing alliances in the marketplace, how m ght
they distinguish thensel ves fromeach other? M prinmary
fear is that the prinmary distingui shment woul d be over
which alliance could attract the best risk, not over

whi ch coul d produce the best product for the consuner.
And that kind of risk selection in the narketplace is an
ever-present danger because we have all seen the inpact
of that in the narketplace and to our California's
credit it has done -- taken some bold steps to try to
elimnate this selection in the marketpl ace as nuch as
possible given all the different views about it.

W devel oped a fairly long list of
possi bl e options that we mi ght have to encourage choi ce.
And we tried to array themfromthe least intrusive to
the nost intrusive to the present system The options
that Allan has described are the ones that we can agree
on are the ones that are the |east intrusive.

You can go to the other end of the
spectrum and say that what we could have total choice of
providers in the state by having a conplete systemin
whi ch we demanded any willing provider for all health
plans. In ny opinion, that would destroy the
conpetitive market that has produced the prem um
stability that allows us the luxury to focus upon other
val ues in the equation.

So |l -- ny intention here is to give you
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alittle bit of a sense of the conplexity of this

di scussion. Once you get past the idea of, yeah, we all
want nore choi ce, then the "how do you get there" is a
pretty rocky road to travel.

MR ZAREMBERG Let ne say one final
thing, Alain, and based on one of the things we
considered, we will include I think when this gets done
inwiting. | don't necessarily know whether | agree
with it, but | think we need to put it out there, and
that was, "Wiat type of role does governnent have?" And
one of the suggestions was, "Should we provide subsidies
for the creation of purchasing pools? Should we provide
subsi di es for enpl oyers who use that?"

I think we need to look at that in a
broader context, and this is sort of a request to the
staff, for all 16 ERGs that you have where there is a
situation for a request for subsidies or things |ike
that, whether it be tax or otherw se, basically what
you' re saying, this is where taxpayers' dollars are
going to go. And does it belong in this situation?

Vll, if we decided there ought to be
taxpayers' dollars collectively used in sone way in
heal th care, and, you know, is this the best place to
put it? Another way may be in self-insured. In the
sel f-insured who can readily buy insurance if you're
heal thy, but if you' re unhealthy sonebody has to
subsidize it.

So all I'masking, that's a consideration
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we' ve | ooked at, but it's a consideration | think a | ot
of people will look at for their various topics if
they're going to look at them And | think when we're
done with all the groups and put themtogether, we say
we have five different people who are encouragi ng tax
subsidies. If it's appropriate, say if governnent's
going to spend noney in health care, where is it best
spent? And not |ooking at themon an individual basis,
but | ooking at themall collectively.

CHAl RVAN ENTHOVEN:  Thank you.

DR ROVERO  Thank you, M. Chairman.

| want to cone back to this wth where
the ends neet and the whol e i ssue of nechanisns. And as
John Raney al | uded, and both of you did, there's a
spectrum of possibilities fromvery voluntary to very
intrusive. You' ve nmentioned one or two points on that
spectrum | don't want to pin you to a specific
suggesti on because for one thing | think you had at
| east two, at |east, but | wondered if each of you could
answer a question. Were is the boundary of your
personal confort zone? Wiat's up near the edge of, you
know, of starting to get there?

MR RAMEY: Wiere ny confort zone
conpletely ends is where we begin to contribute costs to
the system above that what we have now Because | am
ever mndful of the fact that we have several mllion
people in this state that, working people, that cannot
afford this product. Were on the cost of doing
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somet hing very significant, in ternms of their children
but that doesn't mean anything fromny 23-year-old

marri ed daughter who is not working in a high paying job
and having a hell of a tine paying for her health
insurance, and | think that that is something that we
just cannot |ose track of. And so when it begins to add
additional costs to the system | think it's a |uxury
that we shoul dn't be considering when we got several
mllion people in that state that we still need to
deliver this product to.

CHAl RVAN ENTHOVEN. Wl |, John, there's a
certain contradiction that you re saying; that is,
think it's conpetition among nanaged care plans that got
us to cost reduction. So we're talking about nore
conpetition, | think that |eads to cost.

MR RAMEY: Yes, it is conpetition anong
health plans, but it's also been conpetition anmongst
provi ders, physicians that has produced those savings
because let's face it, in a systemlike Allan described
in which you have a provider -- a reverse provider
directory, nost people's nunber one way working that is
they know the physician that they want, so they say you
know, "I want Dr. John," and then they | ook and say,
"Now where can | buy Dr. John for the |east prenium
dol | ar ?"

That's health care in ny opinion, and now
working for a CVA subsidiary -- |'m probably way out on

alinb here. So, yeah, it's conpetition nost health
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pl ans, but when you get down to the choice factor, you
don't ness with that. The health plans are not going to
by thensel ves just mracul ously produce the prem um
stability.

CHAl RVAN ENTHOVEN:  Ckay. Menbers?

MR ZATKIN Al ain?

CHAl RVAN ENTHOVEN:  Yes?

MR ZATKIN. Two questions. One, John
you ran the H PC for some tine. Can you tell us what
you think the barriers or disincentives were to
selecting them and, two, did you |l ook at the question
of expanding the eligible group size?

MR RAMEY: Wien we -- when M. Md, and
I was with M. Md at the time that we started the H PC
One of the things that we had in mnd at the tine, and
price was a lot nmore of a consideration in the market
than it is today | believe. One of the things that we
were attenpting to do is to select cost centers in the
systemand try to reduce price in those cost centers.
And so we adopted a | ot nore stringent systemin
connection with agents and brokers that was general ly
prevalent in the marketplace. And a lot of our advisers
and friends in the narket told us that that was an
obvi ous m stake that we were making

| think that that has played a linited
role inthe -- well, the nodest anmount of enrollees in
the HPC. But | also think that fol ks who think about

the nodest armount of enrollees in the HPC don't really
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understand how difficult it is to introduce what is
essentially a new product in the systemthat is
conpl etely voluntary and conpeting with all other
products and with literally no marketing funds

If you think about it in that regard, the
growt h and the H PC has been absolutely quite
phenormenal . And so it takes an appreciation of how
difficult it is to introduce a new narket or new product
inthe California market, which is very mature managed
care narket, and get people to switch from wherever they
are to that product takes a tremendous amount of effort,
and all of the things that are conpeting health plans do
is essentially geared towards that. And they have much
better resources than the H PC has ever had for that.

That's one. So the second thing in terns
of group size is, yes, there has been consideration for
the HPC to serve groups larger than 50 or for it to
serve individuals. But as a conpletely voluntary
product, the H PC, any purchasing alliance absol utely
cannot go where the market does not go. And if there's
no underwiting reforns, guaranteed issue, rate bans, et
cetera, in those nmarkets, it's very, very difficult for
the -- for a purchasing alliance to operate in those
environnents without engaging in the nedica
underwiting practices that are hard to bring off in a
purchasing alliance where there's individual selection
because conposite rating, you know, when we can get into

the details of conposite rating, it's very difficult

94



because of the enpl oyee selection, et cetera, et cetera

So what the bottomrule is purchasing
alliances are not going to thrive in places in the
mar ket where they're at a disadvantage in terns of risk
sel ection

MR ZAREMBERG Finally, it's a conplex
question because as John said if you expand the narket
say to a hundred, he believes, | mean in his experience
he just said you need to put the narketing reforns and
guaranteed issuance in there. And the question is does
conpany capitate on the PPO narket first or the HMD
market. And are enployers left with fewer choices than
what they want to purchase, and is that good?

I'mnot sure if you achi eved anyt hi ng
You nay make things nmore difficult because if you have
to get a guaranteed issuance in order to expand the H PC
and nake it sonething that you can market or sonething
the market's out there, maybe you have destroyed an
option for certain enployers in buying a tail or-made PPO
policy, and in that 50 to the 100 category, and is that
good? And that's true the trade-off that you have. |'m
not sure -- | don't know whether -- | don't have a
concl usion on that whether it's good, but |'mnot sure
to elimnate that choice

CHAl RVAN ENTHOVEN:  John?

MR RAMEY: | would -- just one nore
thing, and I know this isn't really on our topic area

but | think the nmore choice you have in the narketpl ace
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the nore it begs it is if we really want the kind of
choice that we're tal king about in the market, then
think risk adjustnent in terns of quality is a
necessity. It's always been part of the conpetitive

mar ket pl ace configuration when you got, you know, when
you have all the pieces of the nodel in place, and in ny
opinion, it's the nunber one thing that we could do to
enhance quality in the marketpl ace because providers who
excel in high cost procedures wouldn't be put at
conpetitive disadvantage if there is risk investnent

CHAI RVAN ENTHOVEN:.  Right. | do hope the
task force will be willing to recomrend that we nove
forward on this adjustment.

MR LEE: Recognizing there's overlap
between a lot of the ERGs, | just wanted to note is what
we want is choice, but we also really want informed
choice, and this is where a | ot of overlap becones
anot her group just because they have a | ot of options,
what they're choosing between isn't very hel pful, and
it's not just what they're choosing between, but what
they're getting. One of the exanples that you noticed
inthe yellow flag about, is the superdirectory is
great. The people need to understand that if they're
pi cki ng a doctor, what goes about that doctor may be
what they get the nedical group next they know not hi ng
about, and that nay limt 18 options down the road. And
so the issue of choice |I'mjust encouraging to consider

both the financial issues and purchasing issues, but
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also to informthem

MR ZAREMBERG That's true, and | think
it's inportant to know that when you have a
superdirectory and a nunber of plans, you can nake your
choi ce either based on your physician or on your plan,
so the whole idea is to give people the option.

You know, one of the -- as we talked in
answer to Steve's question, there's always a consequence
to everything you do, and sonetinmes it's not always what
you want. The nore choi ce you have, and you'll see this
in PERS every time they have their open enroll nent, the
nmore noney that you have spent on narketing to
i ndi vidual s, and that's noney -- we hear conplaints all
the time agai nst managed care or against health
i nsurance industry in general for spending too much
nmoney on adm ni strative and not enough on treatnent and
quality. And what you do when you got a choice for
individuals is you require, as Peter said, information
to individuals, much nore information and marketing and
advertising that is nmoney that is taken away from
treatment. There's no two ways to get around it.

CHAl RVAN ENTHOVEN: Wl |, PERS total
adm ni strative overhead costs including the costs of
witing and printing and distributing the report cards
and ot her explanatory materials and running the whol e
thing and everything el se cones to three-tenths of one
percent of prenium

MR RAMEY: But that doesn't include the
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cost of plans trying to convince individual PERS nmenbers
to sign up. Differentially, it costs alot nmore than it
does going to talk to Tom Hl ki ns.

MR ZAREMBERG | encourage you to spend
alittle time in Sacramento during open enroll nent and
you' |l see all the noney that's directed towards getting
people to join one plan or another. And that is noney
and | said if you do the sane thing throughout the
entire state for every individual that there will be a
great deal of nmarketing.

CHAl RVAN ENTHOVEN:  Wul d you favor

significant need and conpul sory a sign peopl e need

pl ans?

MR ZAREMBERG Alain, |I'mnot saying
that's bad. |'msaying that that is a consequence.
That is --

CHAl RVAN ENTHOVEN:  That sounds very
capitalistic to ne. dark?

MR KERR Sonetimes there is a
di fference between information and advertising is the
comment .

Secondly is back when | was w th Bank of
Anerica, for a while we did advertise. That was not
sonet hing that we fanned away from so | don't think
this is a disparage on your side.

MR ZAREMBERG It's not an argunent,
Cark, it's afact. |It's just a reality.

MR KERR But people, and |I'mnot sure
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it's different than what's being done right now.

CHAl RVAN ENTHOVEN:  Peopl e got all the
information fromPERS. | mean they can disregard al
the literature and ot her information.

MR ZAREMBERG d ark nade a good poi nt
there's a difference between information and
advertising. And the reason people do advertising is
because that's how many peopl e make their decisions on
adverti si ng.

M. SEVERONI: The one thing that we did
was Medi - Cal beneficiaries 300,000, we said no
advertising by the plans. There was none. Al the
i nformation cane through Cal Optinum about the other
plans. It was just one of those ways of saying that we
really didn't want to see those dollars spent that way.

CHAI RVAN ENTHOVEN: | think the federa
enpl oyees have sonething. | did live inside the Belt
Way in the east, and | don't know, it may have changed
now, but | think they had something about that. Ron?

MR WLLIAVBE: Thank you. John, just a
coupl e questions, and then I'll preface themfor you --

CHAI RVAN ENTHOVEN:  C oser to the mc.

MR WLLIAVS: Qur viewis that |
mentioned we're not in the HPC, we are a supporter of
the process. W think it represents a good conpetitive
option for many enpl oyers. As an organi zation of our
size we feel whatever it cones to offer in tinme of

choi ce, and we do offer choice at the individual |eve
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for a menber of an HMD or PPO

And one of the questions that |'m curious
about is |'ve noticed recently that one of the
limtations that seems to be running up against is often
in the individual choice of PPO plans, and | know you
spent sonetime there and been on the other side of the
fence, and choice is such an inportant part | believe of
what our firmoffers, and | believe what ultimately all
pl ans have to offer, |'mcurious about your comments
about the challenges the HPC face in offering kind of
menber | evel choice for the HMO plan and the PPO pl an
which we think is very inportant.

MR RAMEY: No doubt about it the
fee-for-service of plans, PPOtype constructed at |east,
have not thrived in purchasing environment, and that's
true in PERS too. And | think that that goes back to a
basi c economc fact that capitation is a very powerful
econonic incentive in the system and that
fee-for-service has a very hard time conpeting on an
econom c basis, and in addition to that it is also a
risk selection problem and the -- you have to give
MM B a lot of credit for stepping into the risk
adj ustnent quagnire and trying to address this issue as
best they could get 25 health plans to agree to it.
That's like herding cats, but the risk selection
mechani smthat everyone can agree to is not very finite
inthat it -- well, requires a hospitalization, and we

all know there's a lot of expense for some di agnoses
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that don't involve hospitalization

So your observation is quite correct that
purchasing al liances have not -- that fee-for-service
pl ans have not been able to thrive there. And it's for
both risk -- both issues for the sane benefit |evel and
price and for, secondarily, and probably even nore
inportantly risk selection

MR WLLIAVE: | guess what that |eads me
to is sonething that needs to be sensitive to endorsing
that as a nodel -- you were saying that the limtation
of the technol ogy today suggests that you can have any
plan that you want as long as it's an HVD as opposed to
nore real choice where at a menber |evel the individual
can pick PPO or an HMO dependi ng upon their own
pr ef erence

MR ZAREMBERG You know, | know Richard
Spohn is here. Do you know if Warden Brown has PPCs in
their market or they're just narket agent |evel HM3s?
Just HMD R chard?

MR SPOHN: There's one conpany offering
four PPGCs.

CHAl RVAN ENTHOVEN:  Donna?

DR CONOM |'d like to go back to the
poi nt about advertising disclosure not being the same
thing at all. Maxine has very specific disclosure | aws.
One of themwas handed out with the Thonpson Bill in our
packets today, and those essentially aren't being

enforced. |f they were enforced, then perhaps there's
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sonmething this task force could do in terms of
encour agi ng the enforcement of those disclosure | aws so
peopl e coul d nake nore informed choi ces.

CHAl RVAN ENTHOVEN:. Al right. Ckay.
M chael and then Keith.

MR SHAPIRO | have a question.
Chai rman Ent hoven nentioned the risk, and |' mwondering
if you can briefly el aborate on strengths, you know,
E.RI1.S A and recormend where -- how individuals are
required for dealing directly with enployers, and in
your conversation you mentioned at |east one state that
may be pushing the envelope. |s there infornation that
we can get fromthe state?

CHAI RVAN ENTHOVEN. Wl |, we're still
| earning, just to elaborate, as |I'msure you all have
now nastered the fine points of ERI.S A after
mast eri ng the Knox-Keene Act; that is, the Enpl oyee
Retirement Income Security Act and | awers, accountants
relieve act of 1973. But the federal governnent
preenpted the regul ati on of enpl oyee benefits which
means that states may not mandate benefit choi ces on
enpl oyers. And that woul d include preventing the state
of California frompassings a | aw such as the Federal
HMO Act saying to enployers if you offer health
i nsurance, then you must offer choices.

So we have been | ooki ng around for other
exanpl es of anyone who has successfully penetrated that

and won, you know, gotten around it, and one that we
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found was in the state of Maryland where the state
passed a |law saying if you are offering a cl osed-end HVD
as the only choice to an enpl oyment group, then you mnust
include in that enploynent service feature, and |
mentioned that to Sara Singer who called the people in
Maryl and Sara -- was it you Sara?

UNI DENTI FI ED SPEAKER  Any cal | ed.

CHAl RVAN ENTHOVEN:  So Any you tal ked to
the people in Maryland? Wat did you find out? This is
Ay Jungnman MBA from Stanford who is working with the
choi ce group.

MB. JUNGVAN  Just that they actually --
that they couldn't get around ERI.S. A That was the
intent of the law, but in the end all they were able to
do was make sure that the PCS was offered to the
enpl oyer, but if the enployer declined, then it didn't
have to be offered to the enpl oyees.

CHAl RVAN ENTHOVEN:  Thank you. That
is -- when you think about it is pretty rmuch of a
head-on --

MR SHAPIRO Was that litigated? Wen
you say it was resolved, was there a lawsuit the state
lost? Didthe State not seek to acquire the choice --
I'mtrying to understand how that result cane about.

Was there litigation anywhere?

M5. JUNGMAN.  No, there wasn't

litigation. They just couldn't pass the law to actually

mandat e t he enpl oyer.
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MR SHAPIRO  Thank you.

CHAl RVAN ENTHOVEN:  So we' || keep
| ooki ng.

DR ROVERO Quick additional comrent on
ERI.SA | mean ny bottomline on this is that at
present bar and creativity even on the part of
California state | aw nmakers or federal |aw nmakers, |'11
come back to that in a second, just as John Raney said
the H PC can only go where the narket goes, that
E.RI.S A inposes a constraint on the degree to which
we can inpose mandates on the narketplace and the
enpl oyer may choose to put a high shelter around
ERI.SA That's a gross sinplification

The President's task force to some degree
to this task force which began neeting in approxinately
March is having a neeting in early Septenber | believe
and this is going to be one of their topics in Chicago
And we will have a task force representative there as
much as anything else to try to get a report on this
exact subject. So we hope to have sonething thoughtfu
in exactly a nonth, but we're still onit.

CHAl RVAN ENTHOVEN:  Ckay. M chael Karpf?

DR KARPF:. In listening to the
di scussi on of choi ce and informed choice and marketing
rem nds me of evenings and afternoons |'d spend with
nei ghbors coning over to ny house needing an expert on
heal th care choices, trying to explain insurance

policies. There were university enpl oyees, and they
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woul d have 15 choi ces, but none of the choices were
quite the same, and they were a tradeoff because the

i ssue of making informed choice starts leading to the

i ssue of standardi zed packages or standardi zed coverage
pr ogr ans.

CHAl RVAN ENTHOVEN:  Yes, in fact the
University of California did adopt standardization of
the coverage contract, and that turned out to be
dynanite in terns of creating price-elastic demand
That is when peopl e understood where there was
Pacifi Care or Health Net or Maxi-care or Medicare that
the contract was the same, then they were nuch nore
willing to switch plans and shop for price, and that
hel ped explain why the first year they did that.

Here in California they experienced |ike
a nine-and-a-half reduction in their rated average
prem um so that worked

Yes, Rebecca?

MB. BOME: | would be extrenely hesitant
to have the commission advocate nore consuner choice
sol el y through nore purchasing pools. And |'meven nore
nervous about it now that | have heard you speak
gl owi ngly of having only one pl an design.

For some persons the same plan design is
not necessarily good consumer choice, nor is it
necessarily affordable for different, not only
enpl oyers, individuals, different types of groups, so

woul d hope that in our advocating for consumer choice
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even though it nmay be confusing as to what plans,
difference plans offer in their tradeoffs, drugs or
nental health or |aboratories. And the ultimate is that
everything is covered for everyone at a very inexpensive
price, but | don't think that's reality. And | would be
very cautious in that |I know that when we advocate
al i ances and purchasing pools in order to have sone
conparison anong pl ans, you need to, you know, to know
what are the pools of gains, so to speak, for each plan
in order to conpare them

But | would say that we are already
getting a very honogeni zed comrodity of HMD choices, and
if we truly want to advocate market and free enterpri se,
we need to structure the rules of the gane so that there
is some roomleft for indemity plans for those persons
who care to choose and want to pay for them And if you
put the kind of structure in it that |'mhearing you
advocate, |'mconcerned that we'll | ose that choice
entirely.

MR ZAREMBERG Can | respond to that,
Alain? | think Rebecca makes a good point, and | think
the same thing took place in 1991 and 1992, when the
| egi sl ature was di scussing the creation of the HPC and
| think it's proven to be true. You know, there was a
tradeoff there, and | think sone people woul d say the
benefits outwei gh the consequences, but there will be
honogeni zed plan and | think that's one of the factors

we have to consider is how do you encourage these things
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and still give the opportunity for a tailor-made pl an
that meets the needs of a particul ar enpl oyer and can be
in some cases, | think Rebecca said, who's willing to
pay nore, but in some cases it cannot necessarily be any
nor e noney.

Can it be a distribution of a type of
health care to neet their needs, and | agree with you,
and |'mglad you nade that point, so when we put our
final product together we don't want to discourage
choi ce of people who want to go out and purchase,
whether it be on their own or through their enployer, a
PPO type poli cy.

CHAI RVAN ENTHOVEN: M chael ?

DR KARPF: M/ question, Rebecca, |
didn't nean one type of plan. | mean a basic type of
plan so there would be an opportunity to buy upgrade if
you would like. W are very out caring in this country,
but | think one of the problenms we get into is when
peopl e don't quite understand what they want, and think
they bought nore than they bought. They at |east
under stand where they start, what is covered, then they
deci de down the road to upgrade. So you know we w th
heal th care plans everyone tends to buy m d-size car,
but wants a Porsche, but that may not be necessarily
work either.

MR RAMEY: | just have to say that |
think it's inpossible to do the kinds of things that

Peter's tal king about in ternms of well-informed
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consuners and at the same tine not have any standard
upon whi ch they make the sel ection

| got totell you if we were al
actuaries here, and we were tal king about five different
phar macy benefits, there wouldn't be two of us that
woul d agree about the value of that pharnmacy benefit |et
alone try to get the consuner to be able to understand
what the difference in those values are. You got to
start fromsonme standard that's common if you really
think you're going to effectively educate consumers

CHAl RVAN ENTHOVEN:  Kei t h?

MR BI SHOP: The point was made earlier
in the Knocks King Act inposes disclosure requirements
and they al so have marketing requirenents. | believe
that was a very inportant point. | do want to set the
record straight on the point about |ack of enforcement.
The fact is that those | aws are being enforced

I n Decenber of last year, | fined one
pl an a hundred thousand dol |l ars and made themretract
the ad and reprint a corrective ad in the Wall Street
Journal. They had to delay the information to the
programthey were advertising for sone nonths as a
result of that. Then in January | fined -- it began in
process of fining nmore than 80 plans close to a mllion
dollars for failing to making proper disclosures

And | guess | would say to everybody here
i f you have evidence that there are violations to the

advertising provisions in Knox-Keene Act bring themto
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the Departnent of Corporations. W're interested in
enforcing that law, and we'll |ook at whatever el enments
you have. But | think there is a pretty strong record
of enforcenment of those marketing revisions today.

CHAl RVAN ENTHOVEN.  Ckay. | think --
thank you. | think we should nove on to your next one.
That was very good discussion, and thank you Allan very
much and all the rest that participated as well.

The next one we get is the conpl ex
i nportant issue of Provider Incentive with Donna Conom
and Steve Zatkin. Recall that in Knox-Keene there is a
provision that if | can summarize a conplicated thing
briefly, that health plans may not pay doctors or others
specific amounts related to the denial w thhol di ng of
care for a specific individuals. On the other hand,
br oad- based incentives that were applied to groups of
patients and groups of providers are permtted. But
this opens up the whol e question of fee-for-service,
salary, capitation, and the question for the task force
is whether we think that the existing legislation is
satisfactory or appropriate or whether we want to
reconmend in sone way or other going beyond that.

Donna or Steve?

DR CONOM [|I'mgoing to start.

CHAl RVAN ENTHOVEN:  You're going to
start. Ckay.

DR CONOM And if you have an outline

fromme | abel ed "I ncentives Expert Resource G oup."
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Does everybody have that?

I'mgoing to go through this real fast in
terms of background. First, | should declare ny
conflicts of interest which probably we don't do enough
of inthis task force. I'ma physician. |I'ma
specialist. |I'min private practice, and | have
contracts with a lot of different kinds of groups. Most
of nmy work is fee-for-service, sonetines nodified
wi thhol ding. |'mdiscussing a | arge capitated contract
with a group that has 150,000 lives right now, and
work with both fee-for-service and capitated
pedi atrici ans, some of whom share risk pool s.

I'"d like to, before | nmake an excuse
this presentation is a nmonth before it was supposed to
be due, so it's also a work in progress |ike everybody
else's. And | would like to acknow edge the hel p of
Sara Singer, Ruth Gvens fromCMA in San Francisco, and
Judith Regal with OVA in Sacranento who provided ne with
piles of material to read.

In general, there's been a pendul umtype
swing for fee-for-service indemity insurance
decapi tation via nmanaged care. The pendul um needs to
swi ng back somewhere in between since both extrenes have
drawbacks. Physicians do understand why we have managed
care. | always nention this in ny managed care
presentations.

I'd like to direct your attention to the

cartoon on the fifth page of the handout, one of ny
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favorite cartoons, and just to show you that | do
under st and why we have nanaged care.

Managed care is now done in HM3s which
are nostly capitated in the staff nodel, and a | ot of
this information by the way that |'mgoing to sumari ze
quickly is fromthe Steve Lathamarticle that you got in
your packet on the green paper. |It's done in HM>s in
staff nodels, group nodels, with shared overhead, |PA
nmodel s and network nmodels. O it's done in PPGs nostly
di scounted fee-for-service wth gatekeepers, second
opi nions, case review or utilization, education for
provi ders, preventive care protocols, financial
incentives to decrease utilization such as co-paynents
and deducti bl es.

Basi ¢ physician paynent then is by first
of all fee-for-service. And keep in nind these are
physician definitions a |ot of them and fee-for-service
means to us nore work, nore pay for nore work, the
hi ghest vol une workers get the highest pay, and doctors
with | ow vol ure, we usually feel, with | ow vol ume
practices are the ones who are likely to over treat.

Fee-for-service can be nodified by
practi ce managenment protocols, discounted contract
networ ks, discount in return for volune, incentive
paynent nodifiers, w thholds, bonuses.

The second basi ¢ physici an paynent met hod
is salary. As enployees are independent contractors

with a preset guaranteed incone. These are -- the
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salary can be nodified wth bonuses which may be

cal cul ated by conpl ex formul as including hours of work
encounters, patient satisfaction, malpractice suit
statistics, nmortality and norbidity, et cetera.

The third basic paynent mechanismis
capitation which is a fixed payment per patient per
nmonth usually paid to either an individual directly from
the HMD or froma group for professional services only
or in a method call ed subcapitation which includes
prof essional services, plus it may include referrals,
tests, hospital costs, and pharmacy costs. O
capitation can be paid to groups, either large or small,
who then pay individuals by either fee-for-service or
capitation, so this becomes very confusing and very
m xed.

If groups -- if capitation is paid
through groups who then pay by either capitation or
fee-for-service, that's a three-tiered system And
these are nodified by bonuses, w thholds, risk poo
sharing, especially hospital risk pool sharing and
nmodi fiers of cap rates include patient risk factors
especially for chronic illness which was nenti oned
before and will be again |I'msure, stop-loss insurance
or bonuses or other incentives, and one | forgot to
nention is carve outs of various diseases.

Physi ci an conpl ai nts when you hear about
capitation are as follows: That it creates financial

conflict of interest "ny patients versus ny kids;" sick
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patients may get inadequate care; and encourages "cherry
pi cki ng; " di scourages becom ng very good at taking care
of chronic and severe di seases; encourages rationing by
i nconveni ence when rates are |ow, decreases tinme spent
per patient when rates are | ow, reduces choice and
ability to change doctors; risk has to be taken for
factors outside of the doctor's control; it may create
both windfalls and financial disasters; it nay cause
patient distrust; it increases liability; and it
decreases continuity due to frequent panel changes, and
it's hard to refer patients with problens to capped
primnaries

An exanple in ny own practice, and | ama
neonat ol ogi st, so | create for babies that have a | ot of
probl emrs, and | have troubl e finding pediatricians who
want to take on those babies with conpl ex problens
because of the |ow cap rate

I ncentives can be conpared in intensity.
If incentives are too intense they result in inferior
care even if one assumes that physicians desire to give
good care, however, physicians are only human

Incentive intensity decreases as the
nunber of decisions, patients, or doctors increase or if
| ess than 40 percent of the individual's practice is
invol ved or if calculated over a |onger period of tine

Incentive intensity increases as the
frequency of cal cul ati ons decreases over shorter periods

of tine, as nunbers of patients or doctors decrease and
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as nunbers of dollars decrease. For exanple, a hundred
dol lars incentive for discharging a naternity patient
early is too intense because it only invol ves one
encounter. It's nowillegal by AB 2649

I ncentives spread over |arge groups are
| ess intense than small groups. Large groups al so have
the advant age of cooperation and peer pressure.

Physi ci ans are having nore et hical
problems with capitation, earning nore by doing |ess
than with fee-for-service, earning nmore by doing nore,
because they feel that doing less is nmore likely to
conflict with the patient's best interest. Physicians
feel a noral obligation to give good care, intense
incentives are nore likely to cause a conflict of
interest. Physicians al so have incentives other than
financial which drive themto give good care and work
hard regardl ess of how they are paid. Decisions
physi ci ans nust make on a daily basis to do the right
thing for any particular patient are not particularly
easy even without financial incentive factors

Most physicians feel that managed care
can be put to work and needs nodification, and | |isted
there sone of the things that COVA has been working on
I'mnot going to read them but there are things that
have been nentioned here al ready such as risk-adjusted
capitation, et cetera

The ideal patient-physician relationship

i ncl udes choi ce, conpetence, communi cation, conpassion
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continuity, no conflict of interest, and
confidentiality.

A successful incentive strategy is
perceived as fair by individual physicians, is easy to
under stand, has a quick inpact within a few nonths, has
a positive conpensation structure using carrots, not
sti ck.

I've listed there a statenent fromthe
AVA "Principles of Managed Care:" "Physicians must
di scl ose any financial inducerments or contractual
agreenents that nay tend to limt the diagnostic or
therapeutic alternatives that are offered to patients,
or that may tend to restrict referral or treatnent
options. Physicians may satisfy the disclosure
obligations by assuring that the managed care plan nmakes
adequat e disclosure to patients enrolled in the plan."

Steve and | have had sone di scussion, and
I"1l turn this over to himto discuss the options and
the things we can so far agree on

MR ZATKIN.  Thank you, Donna

W did send out to the task force a
questionnaire in which we asked about your opinion
regardi ng sone options. W received sonme responses, not
all. | would urge those of you who have not responded
to do so, and we'll probably query you again later on in
the process after we've had this and other discussions

The issue that's before is whether there

are incentive arrangerments which would be to provide
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| ess than appropriate |evels of care and what we shoul d
do about themif they exist. As Donna indicated from
her presentation, this is a very conpl ex subject. W
did eight hours on the titled conpensati on approaches.
The basi c approaches to conpensati on which include
fee-for-service, salary, financial incentives which can
apply to either of those cases, capitation at the | arger
| evel, capitation to individual physicians or snal
groups where there is risk for referral, and then
capitation to physicians for primary care services only
and capitation for specialty services only.

In addition, the second page notes how
risk sharing incentive arrangements may be structured
and these would be on top of the basic arrangenents, and
they may vary according to whether a physician receives
a share of surplus is at risk for deficits, a
conbi nati on of those, and whether the physician is
measur ed according to individual factors, those
i nvol ving the physician's own practice for aggregate
factors. And when we | ook at the question of intensity
as a way for marketing points, we need to keep these
differences in nind

And then the third page of this handout
notes some of the other factors that come into play in
deternining the nature and intensity of the conpensation
and incentive arrangemnents.

The conplexity of this issue is | think

illustrated by the conclusion of the organization called
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the Advisory Board. The Advisory Board consults on
physi ci an conpensation and ot her nanaged care
arrangenents, and they have calculated it using just the
basi c approaches to physician conpensation. There are
nore than 431, 000 conbi nati ons

I'd like totalk a little bit about how
physi cian incentives are currently addressed in | aw,
both federal and state. At the federal level if a
heal th plan participates in Medicare or Medicaid on a
prepaid basis, it is subject to a set of rules. And the
first rule is a prohibition against an incentive
arrangenent that is inducenent to linit or arrangenents
in services to an individual enrollee

Donna noted that in what is a nodest
prohibition. There aren't very many circunstances under
whi ch that does or has ever occurred. In addition, if a
plan has a what's called a physician incentive
arrangenent, it places a physician at substanti al
financial risk, then the plan nust meet certain
requirements

Now, substantial financial risk occurs
when the physician is at risk for the cost of referra
services in an anount that exceeds 25 percent potentia
paynent. |f that is the case, then two things mnust
occur. The plan nust provide stock |aws protection, and
that will vary according to panel size, and in addition
there nmust be a survey of menbers for satisfaction. So

that's the federal rule applies to plans that are
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involved in a prepaid basis of Medicare and Medi cai d.
And | would indicate that nmost of the health plans at

| east the California Association of Health Plans are in
one or the other of those prograns on that basis which
doesn't mean that the rule applies in all cases because
it only applies with respect to providing -- involved in
those progranms Medicare and Medicaid, although it woul d
be difficult I think for plans that use different

appr oaches.

Now, at the state |evel the Department of
Corporations requires medical decisions to be free of
adni ni strative and financial involvenent. And DOC does
review applications as they come in with respect to
their physician incentive arrangenents; although, I'm
told that that is not an ongoing review. It's an
additional review, AB 2649, which was enacted | ast year,
and a state statute which does two things.

First it prohibits specific paynent for
the purpose of reducing the linitation with respect to
enrol l ees or group of enrolllees with specific
limtations. | said slightly broader than the federal
prohi bition, but not much. |t also requires health
plans to disclose in their disclosure form and in their
evi dence of coverage, the basic method of reinbursenent
that is used and whether or not financial incentives are
used. It doesn't require disclosure of the nature of
financial incentives issued as being addressed in

| egi sl ation by Senator Rosenthal which has not yet
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passed.

MR SHAPIRO |'mnot sure what we have
is-- 1 think that issue is before the legislature. |
believe it's --

MR ZATKIN I'msorry, if | identified
it incorrectly. Now, the question what should be done
assuning that there are incentive arrangerments that are
a problem Are there those which are so adverse that
they shoul d be prohibited by lawin addition to those
al ready mentioned? Should there be additiona
di scl osure beyond that currently required by | aw beyond
what | described? And whether or not there's a need for
additional |egislation, are there approaches to
encour agi ng best practices in incentive arrangenents the
task force mght ook to? Those are three issues

Now, | would note that in Steve Lathams
article, and | think Steve's article is a very good one
He is | think director of medical ethics for the AVA
He indicates that there is no evidence that incentive
arrangenents are adversely effecting the quality of
care. He also notes that quality nmeasures are crude and
that there is a tine line, so notw thstanding the |ack
of evidence, there may be concern with one or another
approach. But the fact is there is no body of evidence
going one way or the other. The one area that has --
the one type of incentive arrangerment that in addition
to those that are currently prohibited that | mentioned

that has rai sed questions involves an incentive for a
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capitation to a primary care physician that includes the
risk of referral. Lathamrefers to it, the Advisory
Board refers to it. | think -- what's our friend
Al ain, at Harvard, the expert in quality Don Berw ck
refers to it

So that's a possibl e candidate for
| egislative action; although, | would note that the
question would be are there offsetting and positive
incentives that are included in that incentive
appropriate? And one of the difficulties of |egislating
inthis areais that if you say individual physician
capitation including the risk of referral is prohibited
what about where two physicians are involved or three
and what's the appropriate panel on it? Soit's a
difficult issue

Donna noted that pronoting risk
adj ustnent and stop-loss is desirable at |east where
there are small patient counts, and that's true the
approach that the federal government took, so a policy
question for us is should we extend the federal rule of
California? | would note that the federal rule as it
was inplenented is very burdensorme adm nistratively;
al though, there night be ways to do it that were |ess
so.

Latham s article criticizes the way the
rul e operates, but that's a possible action that the
task force mght consider. | nentioned the question of

encour agi ng best practices and whether or not we | ook to
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legislation, and if we do | would guess it woul d be
rather targeted at the nost is there a way that the task
force coul d encourage or reconmend encour agi ng best
practices and see that played out in the marketpl ace?
Is there a private entity that we could | ook to, for
exanpl e, to exani ne physician incentive arrangenents and
put a seal of approval on those that do not raise
ethical issues? Something for us to consider.

Now on the subject of disclosure, |
menti oned that AB 2649 does require disclosure, and the
question that Donna and | have been tal ki ng about is
that disclosure of the kind of arrangenments that the
pl ans have entered into. It doesn't answer the question
for the patient who wal ks into the physician's office
what is the formof incentive which this doctor is
subject to. So that raises a question is that inportant
information for the patient. |If it is, is that
information that ought to be disclosed on a nandatory
basis by the physician? If so, is there a sinple way of
doing it because these things are very conplex, and is
it something that should be disclosed -- should be
di scl osed affirnatively without waiting to be asked or
upon request. So with that long introduction we wel cone
a good discussion on the issue. As | indicated, we're
still in the very prelimnary stages of our task.

THE REPCRTER  Can we take a break for
two m nutes?

CHAI RVAN ENTHOVEN W' || take a
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ten-mnute break for the court reporter

(Brief recess.)

CHAI RVAN ENTHOVEN: W1 | the menbers take
their seats, please

Steve nade a renmark that | just want to
pick up on. After our Fresno nmeeting | received a
letter froma physician out there which was an el oquent
denunci ati on of what he called nuclear capitation; that
is the individual primary care physician being at risk
not only for his own services but for all the referra
services and possibly for hospital services.

So | telephoned him and after a little
tel ephone tag we hooked up, and | said, "Doctor, can you

tell me one exanple where that exists in California

because | rather doubt that exists. | never heard it in
actual existence as opposed to a theory." And after the
pause he said, "No, | can't."

And | think that it's inmportant for us to
think of this in terns of whether it's necessary to curb
abuses that actually exist and not necessarily reach out
to deal with all theoretical possibilities that don't --
because there nay be a | ot of reasons why nucl ear
capitation doesn't exist in California.

I'd like to open up the discussion with
Dr. Karpf.

DR KARPF. W've heard that the previous
lists of fee-for-service list that may have in fact

i ncentive physicians to do nore. W hear the fears that
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the system may incentive physicians do nore than
appropriate, and we hear that the amount of care system
capitation may send people -- physicians to be | ess than
appropriate.

| guess the issue to ne is who defines
appropriate because | think that becones a fundanenta
i ssue when one is trying to decide what is appropriate
what isn't appropriate. And naybe what we need to do is
rather than regulate is start devel oping a body that can
in fact start to define what is appropriate using the
limted amount of evidence based in nedi ci ne we have
usi ng the expert panels, and essentially defusing the
controversy by trying to get on a nore of what they cal
footing on how things should be treated and when they
should be treated. Not that we have the answers in
medi cine today. |'Il be the first to tell you that the
definition of appropriate care on various medicine are
not well defined and need to be defined over tine, but
unl ess we get started, we're not going to have that
i nformation.

CHAl RVAN ENTHOVEN:.  Right, and as you
know, Dr. Karpf, UCLA has led the way on that with the
grand UCLA project which is in Mark Chesit and
devel opnental brokers distingui shed people trying to
devel op a et hodol ogy, and what they came out with, you
know, with expert panels, literature, the whole thing
was that they could divide cases into appropriate,

i nappropriate, and equivocal. And in some cases quite a
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| arge percentage of cases were equivocal, so we didn't
have to think about that is what happens to the gray
zone since we know a lot of nedicine is in the gray
zones.

Yes, Dr. Al pert?

DR ALPERT: Actually, I'd like to follow
up on what you just said, and that is prior to this |ast
comment. Point being, are there any large identifiable
probl emrs that everyone agrees do exist in the system
and we should, you know, we can give opinions on those.
And in ny answer to that is, yes, and actually they have
been there under the old system and nowthey're a
coupl e of nuances that have changed in the new system
but we now have the opportunity to address them

I'll give you an exanple of one in the
old system | refer to themas a paradox, and | refer
to them as paradox because the end attenpt | think are
things that everybody, no matter what agenda you cone
fromor what departnent you cone from agrees it's not
what anybody wants.

First one in the old system we had
gotten to the old systemin the Medi-Cal fee-for-service
system that began to replace, pardon ne, about five
percent of the physicians in the state were taking care
of the 95 percent of the Medi-Cal population. And |
don't think anybody woul d agree that was a good t hi ng.
Now, those percentages may be a bit off, but we actually

did sone surveys with county nedical societies and so
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forth and asked themfor a list of doctors who did
specialties who do take care of Medi-Cal patients. W
had | arge cities of a nmllion people or nore where there
were no physicians in given specialties that take care
of these patients.

Nobody agreed that that was a good thing.
There was a -- now, | put that under the incentive or
di sincentive rubric because it's what you are or not
bei ng paid per amount of time taking care of certain
patient popul ati on.

I think Qark Kerr in his first
presentation | remenber weeks ago brought this up again
in the present system He pointed out is we now have a
system where the doctors have devel oped expertise in
taking care of the nost difficult problens, and we want
those doctors to take care of those difficult problens
are essentially disincentive to do that. | don't
want -- everybody agrees that that's not a good t hing.
That' s sonething we coul d probably work on because we
all agree it's probably a bad thing.

The sane thing is true of hospitals that
devel op expertise, and we had one person testify;
al though, there's been a Iot of people fromthe hospital
testify about these problems, but we had one pointing
out the H 'V expertise recogni zed by the federal
governnent so forth and so on, and the whol e nmedi cal
community yet can't get contracts and so forth. Well,

everybody agrees that's not a good thing. W ought to
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have peopl e devel op expertise. It's the center of
excel l ence to being able to take care of those patients.

And | think there are enough of those
par adoxes that exist now that we can all agree on, and
if we they do come up under this kind of rubric
i ncentives or disincentives that naybe we can devel op
some recomrendations systenically to take care of those
things and have unaninity of feeling.

MR ZATKIN The issue | think you're
referring to or maybe the approach is involved risk
adj ust nent .

DR ALPERT: Absolutely.

MR ZATKIN And we had di scussed that,
and we're doing a little work to find out nore about the
technol ogy of doing that in terns of the provider
paynent level. W haven't had discussions about it at
the health plan level, and now we're looking at it in
ternms of provider payment. How well it can be done, and
whet her it's something that we should be requiring, or
if there's a way to encourage it short of requiremnent,
but it's clearly a title count of origin.

CHAl RVAN ENTHOVEN:  Cood poi nt, yes.
aark?

MR KERR One of the criticisns of that
approach was that risk adjustnments are probably al ong,
we coul d only suggest, about 30 or 40 percent of risks,
and | guess response to that is maybe 30 or 40 percent

is better than zero percent which is where we are now
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CHAl RVAN ENTHOVEN.  All right.

DR CONOM There are a couple of
experts, one at UC and one at San Diego that we've
gotten publications from Perhaps we can invite
sonmebody in process of researching sone. | believe it's
extrenely inportant.

MR HEPLER Dealing with Carol and
Steve's report, I'd like to just point out a few
different things, and when you're tal king about shoul d
it be affirmative disclosure, what should you discl ose
who shoul d you disclose it to, | have sone thoughts on
that.

AB 2647 cane out as a result of the Chang
famly that | represented in a case that disclosed these
capitation agreenents. And in litigation we will spend
a year trying to get those agreements that are basically
telling the patient how their doctor's paid. W have to
go through protective order after protective order,
because this is the best kept secret in managed care.
And it inpairs us today on whether capitation is good
versus fee-for-service or what's good or bad, but that
i's never known.

Most patients, and | don't know that it's
part of our survey, they do not know how their doctor is
paid. They still believe it's sone fee-for-service type
of situation plus their copayment of $5. So if we make
the basic proposition that patients need to know how the

systemworks, and an inforned patient is going to be the
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best served patient. W need to tell themhow this
wor ks.

In AB 2647, begins this process to say
you got to disclose, you know, how they're paid
generally. But by saying you're in a capitated system
that really doesn't go far enough. And if we take the
basic proposition that nost disputes are best handl ed
between the doctor and the patient if they can resolve
it, if a patient doesn't understand what obstacles there
may be there for referral for treatnment, even those 1 in
100 types of cases, they can't ever resol ve because they
don't even know the systemthey're working in. So
patients have to be inforned of that basic idea in order
to potentially resolve their disputes and keep them of f
the 1-800 nunber.

And to distinguish, we always hear this
fee-for-service versus capitated HVO contracts, and one
encour ages over treatment, one encourages under
treatment. But there's one distinguishing feature in
that in a fee-for-service plan, and |'mnot saying
that's the end-all, but in that plan the patient does
find out how rmuch their physician is paid. They get a
bill. They receive it, they participate, and it's
usual |y 20 percent of that bill. But what's left out of
that equation in every HVMO plan that |'maware of is how
their physician is paid in a capitated HVD setting. So
the patient is not equipped to ask the proper questions.

Shoul d there be that tendency to under treat.
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So there's a real clear distinguishing
factor there that all of this is separate, and if you
did a pole right now | guarantee you woul d get 98
percent will be those people that think their doctor is
still fee-for-service. That is part of the definition
that can be concluded as a scam when somneone is
operating under the assunption they're getting sonething
that they're really not. And if you ask 90 percent of
the doctors, they want this to be disclosed al so.

And right now as part of getting these
contracts and actual ly seeing the nunbers as opposed to
the Lincoln boxes, there's prinary care physicians that
are getting $5 per nonth per patient. Now maybe that's
good, nmaybe that's bad, but it should be able to get
di scussed and the patient should know that. The doctors
want that to be disclosed, but are always a little
concerned about who's going to do it.

And then a real problemfromattending
and speaking at HMD industry conventions primarily in
the lawyer groups, the goal of nost HMXs that are not
the Kaiser-type nodel is to capitate the entire system
take the risk off the actual quote, unquote, insurance
conpany and capitate anything that coul d happen fromthe
slide reviewer of a cervical examto a potenti al
cardiol ogi st that may be used. And so that's very
inportant for the patient to know what if |'m having ny
biopsy I'd like to know who's getting paid and what. |

don't want to know that that person is only getting one
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cent per nmonth for ny head. Because the potential for
over usi ng substandard people in vol une review of slides
we saw like this, and we see it all the tine

So | think should it be affirmative
di scl osure, yes, and where should it come about the HVD
knows the nunbers. They should all ow the nedi cal groups
once the patient signs up on a capitated programthere's
an i medi ate census that is taken so the medical group
knows how much noney is coming in on that, you know, how
many patients they have. They can tell you what is
capitated, and there's different conplex arrangenents,
but they know the primary care is capitated. They can
tell you if your slide reader is capitated, if your
cardiologist is capitated. It's a very easy thing. It
doesn't take a lot of effort, and then at |east the
consuner knows for that 100 doctors that m ght abuse the
privilege and never refer and never treat because we see
the contracts that say, "you will |ose noney if you put
peopl e in emergency."

And in Ms. Chang's case they asked for
the emergency roomten times and never got sent in there
because that was part of the contract. They asked for
specialty. They never got specialists because that
woul d have caused noney to be |ost, and as M. Chang had
witten in California Medicine if he had only known how
hi s doctor was paid, they wouldn't have had the
confidence that we all instill in our physicians, and

they woul d have gone out on their own and paid for it on
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their own to get their own treatnment, and in her case
clearly she would not have died of colon cancer. And
that's not an antidote because it happens all the tine.
Thankful |y nmost of the time it's not a threat of cancer
that's nissed.

But if we really believe what we're all
saying, the patient needs to know how to understand the
system then the nost inportant ingredient how nuch of
me as a patient how much of ny noney is going to actual
medi cal care, and froma conpetitive analysis | want
nmost of ny premiumdollar going to the medical care as
opposed to adm nistrative costs and costs for people to
keep me fromgetting nedical care. And that's something
that can put it even and open in a free discussion, and
so | think it should be affirmative, and it shoul d cone
out fromthe medical group |evel opposed fromthe HVO
because that's our only angle to regul ate the nedi cal
group. Because it's so inportant, and it's probably the
nost inportant ingredient in being able to understand
and check the system properly.

CHAI RVAN ENTHOVEN: How det ai | ed woul d
you have in mnd? Wat would a disclosure that you have
in mnd | ook |ike?

MR HEPLER Well, it would say these
things are capitated. Here's the definition of
capitation again that's in your booklet. Mst people
honestly aren't going to read it. And these are the

services. This is how much they get paid per nonth for
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you. And it's very easy because, you know, they already
know the ten things that are capitated, and drugs -- for
an oncol ogi st a capitated oncol ogi st, now their
capitated for drugs. They're not getting taxed on,
they're not getting a lot of things when that happens.
But it's very easy to just list here's the type of
specialists that we have that you can conceivably see
This is capitated. This isn't. This is. This isn't.

Then the person has that power to check
that person, to ask the question, you know, "Am| not
getting the subspecialty referral back to nmy oncol ogi st
because that's a capitated arrangenent or are you
consequently sending nme to her because she is
capi tated?"

CHAl RVAN ENTHOVEN.  Mark, | feel very
synpathetic to this idea of disclosure of materi al
information. | amgoing to ask the question again
because |' mconcerned about the practicalities and that
we don't end up with something |ike the disclosure that
the SCCrequires that's in the prospectives. And |I'm
sure you tried to read sone of those, and after a while
you find it inpossible. Wuld they please quit saying
"This is very risky. There could be no insurance,” and
just get done with it.

So if | just pursue this with you a
little nmore. Suppose you -- we created sone kind of an
equal space for a concise statement that is

substantially correct, and it mght be something |ike

132



this: "The Medicare health plan pays the doctors in the
ABC clinic a fixed payment per patient per month which
is adjusted for the age and sex of the patient, and they
pay on a bonus formula nore or |ess depending on
hospital costs which could rai se that capitation amunt
to the doctor group by plus or minus 10 percent.

Par agr aph, next paragraph, "The ABC
dinic pays its doctors on the basis of salaries that
depends on their specialty, their workloads, and their
seniority or sonething, and al so on bonuses which are
related to patient satisfaction, overall success of the
group, and productivity, which bonuses m ght be as high
as 25 percent of their salary. The XYZ group refers
some patients to outside specialists in their network
and they are generally paid fee-for-service or fee per
case," period, end of paragraph

Now, | could imagine some | awyers | ooking
at that and saying, "Ch, ny CGod," but, you know, there's
this doctor that we pay that noney, and there's that
doctor that we pay that way, and occasionally a
patient -- so it's not conplete, so we have to make it
conpl ete and then pretty soon it's a conplicated
several -page treatise that nobody wll read or
understand, and |I'mrather concerned about that.

Is it possible -- you see what | nean?
That you can be attacked for inconpleteness if you
provide the information that gives you the right genera

reference, but doesn't have all the whereas footnotes is
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ny point. Consurers could read that and understand it,
but I'mjust worried about whether this would blow up in
our face and | ook |ike a, you know, the prospective for
an | PO

MR HEPLER That's the inportant part
at the nedical group |evel because they don't have to go
into -- they could say salary, but the medical group is
going to receive 2794 a nonth if you're in Ventura
County, and that's very clear. That's for prinmary care
physi ci an services, and | think that's an inportant
thi ng because you night get four different doctors if
you' re at a big physicians' nedical group. But if you
know that that's what they're getting and that's how
they're paid, that tells you that you're in a different
system and you need to get care in a different way.

And | don't think that it begs the
question that you have to go through every kind of
detail. You can start and just disclose how your
primary care physician's paid. This is howthey' re
paid. This is how we receive nmoney for your primary
care, and then say upon request we'll tell you about the
lab. We'll tell you about -- you could do it in several
ways. That would not be onerous, but | could think of a
thousand ways to nmake it onerous and cause nore probl ens
than it's worth. But at mninum to say here's how nuch
our nedi cal group receives for your primary care, and
this is what we receive for your hospital because as you

all know hospitals are capitated too, $29 a nonth
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whet her they use it or not.

DR ROVERO Al ain, let me make your
questi on.

Let's say the worse happens in 15 years
and | awyers have gotten a hold of this sinple contract
and turned it into a phonebook that's left on the coffee
table that no one reads. Howis that worse fromthe
status quo? | nean it's clearly worse than ideal, at
| east for those who believe in disclosure which is what
Mark just laid out.

CHAl RVAN ENTHOVEN: Wl |, one thing is to
have generated a whole | ot of cost that may or may not
serve a useful purpose. Two, the thing I'mworried
about next is does that becone sort of a part of the
contract, so it turns out one day that Dr. Smth who was
doing the lab work on capitation or on some other basis
retires, and they find sone other doctor who for good
capitation and inspect his work and they think it's
good, and so they sign up there. 1Is this going to be
consi dered a breach of contract? | nean how can we not,
you know, freeze this?

MR HEPLER | think you can say that
annual Iy, you know annually, it's disclosed here
Really, there's two or three big ticket capitated
services that you're ever going to find in a norna
contract. And if you outline those and say others are
avai |l abl e upon request then you at |east have alerted

the person that there is this incentive out there you're
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never going to see a bill. And here's why you' re not
going to receive a bill.

And, you know, the phonebook, even in a
phonebook in the worse case scenario is there outside
the cost issue, it will hinder a | ot of conversations,
and people will learn what they' re really buying and
what they're getting for their noney.

DR ARVSTEAD: Let ne ask you a question
because it's seem ng nore conplex, and |'mjust shooting
this one back to you to the econom cs of really how --

i f any medical group, and | understand exactly where
Mark is, and | fundanental |y am synpathetic to that, but
let's say you're getting -- you're doi ng business across
three product |ines, so you got Medicare risk, you got
commercial, and you got these dismal Medi-Cal rates that
you' re dealing with and treatnent. And then all of a
sudden you really can't give this conprehensive nunber
this is what is for your prinmary care because that is
not in fact the case. In fact, you need to break that
out because this is really your nunber for your primary
care for Medi-Cal, this is your nunber for prinmary care
for Medicare, and this is your nunber for commercial.
VW do not want to give an illusion when you're doing
eight section adjusting, and you' re doing it across
mul tiple product lines, and we have to be careful that
it clearly is different factors that go into the
cal cul ati ons under ABC Medi care conversely for Medi-Cal.
If we're dealing with carve outs and
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groups starting with rates that are $68, it becones a
very different nunber for a Medi-Cal beneficiary that
you' re telling here's the prinary care rate, and here's
the Medicare, and how do we adninister or how do we give
that signal that we're dealing with that, and that is
really the reality within the medical group often

CHAl RVAN ENTHOVEN:  So you' re saying you
coul d easily see al ong those dimensions it beconing nore
conpl ex. Every care --

DR ARMVSTEAD:  Yes.

CHAl RVAN ENTHOVEN: Ckay. Bruce?

DR SPURLOCK: Thank you, M. Chairman.

| just want to talk and continue to talk
about the theme that | brought up this morning restoring
the public trust, and | wanted to expand a little bit
because | think this area actually will have a
significant inpact on public trust, naybe not conplete
but significant inmpact where the discussion nore in ny
vi ew doesn't have as naj or inpact.

Al t hough evidence is inconplete, | want
totalk alittle about bit about the issue of when do
you informthe consuner or the purchaser about this --
these arrangenents for incentive payments. And one of
the problens | have w th individual physician is that

patients will continually kind of -- whether it's
managed care or whether it's anything and questioning ny
notives. It's not a conmon occurrence, but on a regul ar

basis | can renenber four or five years ago a patient
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comng in after | made a prescription and made a
reconmendation for a drug they said to ne,

"Dr. Spurlock, do you have a financial interest in this
drug conpany?" And so ny notives and ny conflict of
interest was acutely interested by that patient at that
time. It was on sonething conpletely separate and ny
notives were the central focus of the trust of that
patient over ny decision and ny recomrendation of that
drug. And | think that's an inportant conponent.

And so | would like to say is the
recommendation | would make is we need to make an
affirmative declaration at the time of enrollnent at the
time of the purchase in the explanation or coverage or
wherever we want to do it, but not necessarily
affirmatively every time a patient enters into the
office. However, | would say that every physician
shoul d be prepared to defend and clear the air about
their notives, about their nedical decisions, about the
things that are making them deci de the things they do on
a regul ar basis patients -- when patients ask.

Does that nean you have to hand out
sonmet hing? |'mnot necessarily sure that's the correct
answer that handing thema disclosure formabout this is
how I ' mpaid, and this is the mechanismin ny bonus
pool. But | think it's inportant for the patient to
understand fromthe physician in his or her own words
why the decisions nade then on individual basis weren't
asked.
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The one concern | have on the |arger
enrol | ee | evel when you actually purchase health care is
that the detail of payment arrangerments $27 per nonth,
$40 per nonth, $30 per nonth, is probably not relevant,
and actually it's an infringement on the medical group
or the individual physician's ability to negotiate
rates. And | think that's a dramatic inmportant right
those patients have, and it's not necessarily a benefit
the goal that |'mreally after which is restoring the
public trust.

If the public feels it's $27 with Dr. A
$28 with Dr. B, will they trust doctor group A or B
because nore or |ess because of that? | don't think so.
| think that |evel of detail is an infringement on the
negotiating rights of the medical groups and does not
really restore the public trust.

So | think we need to focus on that as a
goal on this issue restoring the public trust, keep it
at a broad level and not the m cromanaged | evel when the
enrol l ee comes, and then encourage and i nform physi ci ans
that they need to defend their decisions when asked
about their paynent mechanismand their incentives.

CHAl RVAN ENTHOVEN:  Thank you.

Mark, as | understand what Bruce is
suggesting is there are problens with the dollar anount
that there would not be problens with the general
concept of the disclosures. Bruce, is that right?

DR SPURLOCK: The principle is correct.
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CHAl RVAN ENTHOVEN:  How i nportant -- you
menti oned dol l ar amounts. How inportant is that
conpared to just say this is what's included in
capitation?

MR HEPLER | think it's very
inportant. | you think you can do a range, but when you
say capitation versus ny primary care is giving -- |'m
not in one of those, but ny argunent is ny primary care
gets $5 a nonth whether he sees ne or not. That's a big
di fference between just saying you're in a capitated
arr angenent .

I'msaying that the tine that shoul d be
di scl osed is when you sign up for a nedical group or you
shoul d be able to request that ahead of time because
that's one of the enpowerment principles for the
consuners is | want to make sure |'mwth a group where
ny doctor or the group is getting paid for the |argest
percentage that's going to go to health care, and that
all ows people to actually conpare. You know, what are
the physicians getting, how are they being paid.

| think that's an inportant thing
especially after Carol's conments too, that you want to
know because all physicians will not be equal and
dependi ng on how they pay they can't conceivably be
equal .

W have energency roomdoctors are
telling us that, you know, "Look at how they're paid

because we're not going to be on for an hour and a hal f
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for the 1-800 nunber for that HMD patient when we can
save the life of the third one."

CHAI RVAN ENTHOVEN: M chael ?

DR KARPF: Actually I think nost
patients in nanaged care have sone idea of what nanaged
care neans. | nean they nay not be able to get down to
dol lar specifics. You are going to get down to dollar
specifics at the narket |evel physician. You better
start educating the macro level in terns of |loss ratios
and who they' re purchasing insurance from because all
they know i s someone's paying a chunk of noney. They're
not sure what the chunk of noney is. They don't know
that from some insurance conpani es 80 percent may be
going towards health care, and some 90 nmay be goi ng
towards health care, and from68 and in nany ways
medical loss ratios will drive what happens to them and
their health care to a nore fundanental degree than
i ndi vi dual incentive.

CHAl RVAN ENTHOVEN O course, that is
di scl osed for anyone who knows how to find them through
the --

DR KARPF:. | would ask how many peopl e
here know how to go find nedical l[oss ratios right off
the bat?

CHAl RVAN ENTHOVEN:  That's why |
qualified that ny question. | mean it's in the annual
reports of the HVOD

MB. DECKER  How many peopl e believe that
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the medical ratio | oss are conparabl e?

CHAl RVAN ENTHOVEN.  That's a very good
question because we all know they're not conparable
because they're based on different accounting systens.
Accounting is much a part as nedicine

Over here, oh, M chael ?

MR SHAPIRO (ne of the reconmendations
for all of us to | ook at Knox-Keene Act to look at, it's
an enornous anmount of disclosure currently required
Wien we tal ked to consurers, they've never read their
di scl osures. They come to us when there's a probl em
after the fact.

I will caution too greatly on disclosure
as a neans for addressing concerns regarding potenti al
dysfuncti onal outcomes associated with incentives to the
extent there are system c approaches where we can renove
the need for consuners in advance. | guess the
litigation issue, when you're that far along and you
realize you're in a diverse incentive there. But
think at the front end if there are incentives that are
too intense, and there's a consensus for individua
practitioners or if you're just starting out capitation
for pharnacy benefits, and anong ot her things, and
you' re nmaki ng these isol ated decisions, but not general
deci si ons where you can absorb those risks, | would
encourage to address those in a systenic fashion, not to
excl ude disclosure, but sinply not to rely on disclosure

of dysfunctional systenms and then hope the consuner is
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wi se enough to notice them At that point your client
had gone out to pay for it himself or herself, that's
not always an option, nor choice for option. You may
not have another plan to walk to. At that point on your
know edge is a fairly fearsome capitation systemin
terns of risk.

So |''mnot advocati ng agai nst discl osure.
There's a | ot of disclosure. You get that evidence in
the bi g book, and peopl e can focus on these issues only
after they have the problem So | woul d encourage
| ooki ng carefully at the extreme ends of incentive
risks, and as the federal governnent does maybe there
are sone areas where it's gone too far in terns of
conflict and without giving the governnment significant
problems | would invite you to do so.

CHAl RVAN ENTHOVEN:  Let me ask you about
disclosure. | think that's wise to say we go out and
prevent use of ratios whether they're disclosed or not
because a | ot of people aren't econom sts and don't
understand that. But this is ny understanding and this
is a question, because | nmay be wong, the way
Knox- Keene works is the health plan has to disclose to
the DOC how it pays the nedical group. How the medical
group pays its doctors is none of their business and
even how the heal th plan pays the nedical group is not
disclosed to the public; is that right?

MR LEE: That's not disclosed to the
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CHAl RVAN ENTHOVEN:  Can you expl ain that.

MR LEE: Yeah, this discussion | think
and the point that Mark raised whichis -- | neanit's
fairly radical kind of requirenent that he's proposing
and |I'mkind of rem nded of the story of the astronaut
who's sitting on the top of the rocket, and they asked
hi m what he was thinking about when he went through the
final countdown, and he said, "I'mthinking about |I'm
sitting on a machine that's got a hundred mllion parts
init's all supplied by the | owest bidder."

And when you think about it, when you buy
a car, | mean the critical safety of the car is the
brakes. And you don't ask, "Does the guy who puts the
brakes in the car back in the factory, you know, what's
the incentive arrangenent that he's paid under? 1Is he
paid by the brakes," for which m ght encourage for
errors. Basically you want a brake that stops you

| can see why the plaintiff's story would
be interested because it's |like rmurder. You don't have
to in a nurder case prove notive, but your chances of
getting a conviction are a |lot higher if you can show
nmotive, and | think that's at |east incentive, you know,
why di sclosure could be of great inmportance in the
plaintiff's case

| guess | would echo M chael Shapiro's
comments | wonder how truly enpowering information about
the low level or the |evels of conpensation, and

conpensation really are to the consuner information is
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bot h expensive to produce and expensive to digest.

Knowi ng that the rate is $27 or $37 or a $137, those are
just nunmbers. You have to have sone context so as
recovery securities are interested do a lot with
drafting for specialists. | would say the context is a
lot you can't just throw out a dollar and expect that to
be neaningful in any sort of way.

And then finally | would say why focus on
just the capitation as a incentive. There are |lots and
lots of incentives in any system and | think the chart
we saw earlier denonstrates that. And the incentives go
all different ways. And while capitation may prove
incentives are powerful incentives in sonme instances
there may be other incentives. And even under the
fee-for-service there were union incentives sone of
whi ch got addressed by federal |egislation, but
physi ci an partnerships, interest in clinics, and the
i nfluence that may have been through pronotions, through
phar naceuti cal conpanies. There are all kinds of
incentives in the fee-for-service, and there will be
incentives in any systemthat we're offering to them

| think it is a inpossibility along the
l'ines of perpetual notion machine to say that we're
going to come up with a systemthat does not
incentivize, so | think the focus should be on the
quality of care at the low end is receiving and not so
much the incentive arrangenents.

CHAl RVAN ENTHOVEN:  Thank you. J.D. and
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then Peter.

| just -- 1 think of Justice Brandi se who
said, "Sunshine is the best disinfectant,” but | think
your point is really wise. There's really a whole
ecol ogy of incentives, and just |ooking at capitating
your fee-for-service by itself as Donna's paper pointed
out the inpact of fee-for-service on potential for over
utilization depends in part on whether the doctor is
very busy, in which case he can make a very good |i ving
wi thout over-utilizing or the doctor has a big shortage
of patients which he has a big incentive to over-utilize
t hem

There are all these -- and then there's
the incentives that comes fromthe interaction wthin
the group. So it's true that there are a | ot of other
incentives that are inportant to the econony, incentives
i ncl udi ng professional incentives.

Doctors all want to be excel |l ent and
esteened by their peers and appreciated by their
patients and so forth. So that's true, good thing to
thi nk about .

DR NORTHWAY: (One qui ck commrent on that
posi tive incentives which you show who paid the doctor
groups M ke mght not, mght be shown how poorly
Medi - Cal pays in regard to commercial, and so there
woul d be some incentive to bring those rates up so use
much caution goi ng on.

On the other hand, if you do that, you
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al so nmight have a negative effect on the conmmerci al
payers who go to that provi der because they're using
some of ny dollars to take care of sone Medi - Cal
patients and not to tal k about before 95 percent of
witers are taking care of disadvantage, so they're
obviously --

CHAI RVAN ENTHOVEN:  To the extent that
disclosure is required, it prohibits people from doi ng
things that they don't feel woul d be conpensable.

Al right, Peter?

MR LEE: A nunber of points in terms of
what Mark said rolling around. A couple very inportant,
one is he's raised the point of group |evel -- nedical
group level, and | think that's incredible. W keep
com ng back to different ways to regul ate health pl ans,
but the incentive arrangenents that matter are generally
not health plan level. They're at a |level down. And
how to get disclosure at that |evel, whatever the
disclosure is, | think is an inportant part of this
conver sation.

Second, | absolutely agree we should be
tal king about not just capitation, but the range of
setting of arrangenments. Wiether we have specific
nunbers or range of nunbers, | think it is inportant for
groups to understand there's different ways peopl e get
paid. Capitation is a way. There are bonuses. There
are withholds, and part of educating consumers is many
systens have changed. |It's not just you get noney on
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the table. There's different nechanisns in play | think
is an inportant part in educating consumners.

| think back to the best practice idea.
There are some mnedical groups that are doing very
creative things about incentivizing good doctor-patient
interactions that are rewarding satisfaction and sone of
those are noted in here. Those are upsides that | think
they would | ove to know about, and | think they
generally don't. You know, how do we need them and how

we as a task force share in the best practices is very

i nportant.

The last is in terns of Bruce's note
about the infringement on negotiation rights. | think
that, | nean, | think having access to the information
about pricing makes the market, | think fromthe little

| know of econom cs, work better rather than have it
hi dden.

And one of the things that happens today
internms of a lot of our discussions, a lot of what we
know about what does or doesn't work relative to
incentive arrangerments, we don't know because it's very
hi dden. And what is subnitted to the departnent in
terms of incentive arrangenments is, as | understand it,
about the health plans, not what the health plans pay to
medi cal groups, but that's not public; that's the
departnent. And that's not information that the public,
regardl ess of whether it goes to all consuners, is

avail able for scrutiny to say, "Let's try to anal yze how
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many times in California our individual physicians did
an individualize cap rate with a bonus."

And, Alain, you sort of noted that, "I
don't think this is really happening.” Mark then noted,
"l've seen it happen,” and our little survey in 1995
notes that six plans hale individual capitation basis.

I''mnot sure how much is happening, but
wi t hout havi ng sone detailed information avail abl e that
is open to scrutiny, we can't have a better
under st andi ng of how much financial incentive may be
effecting quality. And that's one of the broader
charges that | think we need to sort of make sure we
have a charge of future investigation and try to answer
the question about what is the relationship between
incentives and quality care.

CHAl RVAN ENTHOVEN:  The si x heal th pl ans,
that may be capitation for prinary care services only,
but it may not be nuclear capitation.

MR LEE: It may not be, but that's part
of --

CHAl RVAN ENTHOVEN:  Right. Berw ck has
witten capitation for your own primary care services is
really like a salary that depends on how many patients
are on your panel .

MR ZATKIN Alain, there are three
approaches to capitation that -- actually four.
Capitation for the service that you provide, capitation
for those services and the risk of sone referrals, full
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risk capitation which if you try to do it puts you in a
position of trying to get a license | think at |east a
subl i cense, and then capitation for specialty care

And in terns of what's going on in
California, | think full risk by definition is not
supposed to be going on. But capitation where you
assune the risk of at least some referrals | think is,
and that is the area that at |east raises sonme issues
that | was --

CHAI RVAN ENTHOVEN: | ndi vi dual capitation
at risk for sone of the referral s?

MR ZATKIN. That's correct.

CHAl RVAN ENTHOVEN:  Ckay. Yes. Ckay.
Bud? ©h, okay, | better get the left side of the table.
Let's work over here. Sorry, Jeannie. kay. Jeannie
Fi nber g?

MB. FINBERG | wanted to go on record as
saying | think disclosure is critically inportant, and
if one of the goals, as Bruce said, is to restore public
confidence, we can't do that w thout sone discl osure.
And | think it's really a question -- | agree with
M chael that disclosure doesn't solve all the probl ens
and to the extent that we can agree on financial
incentives that are harnful, we shoul d physically outlaw
them And | would wel come that discussion at that |eve
al so

| think that Donna and Steve did a good

job of outlining the issues in this area, and | think we
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shoul d go through each of those questions that Steve
rai sed and fornul ate our answers to the extent that we
can agree or agree to di sagree about them

Wth regard to what is disclosed, it is a
conflict area. There's no question about that in terms
of the many pernutations of financial arrangenents that
can exist. They do, however, fall into certain basic
types of arrangenents, and sone of themare described in
these charts. | think that -- I'"mnot sure if the exact
nunbers need to be disclosed or not. They coul d be
ranked, but there has to be some way for people to
conpare and to evaluate the incentives that are inherent
in those arrangenents

And the Department of Corporations does
receive the information about the health plans. |t has
the expertise potentially to do the ranking and
di ssenination, but they do not disclose their evaluation
process or rankings to the public which | think is
necessary. Also the mssing piece of infornation of the
medi cal group nust be discl osed

So | would not -- | think it mght be
possi bl e to have the Departnent of Corporations rank
these types of arrangerments or to have certain types of
mnimal disclosure. | do think it should be at an
affirmative level to all enrollees, but then as Mark
descri bed, maybe there are certain things you coul d get
upon request. | know consumers' union couldn't get the

necessary information to try to evaluate financial risk

151



anmong pl ans.

And | like the car exanple that Keith
rai sed because, you know, in consuner reports eval uation
of cars has been respected for many years. W have a
|ot of data that we've been able to collect very
successfully to dissemnate to the public so that they
can feel very confident when picking the car whether or
not it has the good brakes. And we can't do that with
the health plans or the nmedical groups. But if the
appropriate infornati on were mandated about financi al
i ncentives, we would begin to get that infornation. So
al though disclosure isn't -- it doesn't tell us
everything we need to know about quality, it begins to
tell us some of the information we need to know about
choosi ng one pl an.

CHAl RVAN ENTHOVEN:  Thank you. d ark?

MR KERR | think disclosure is a
no-brainer as to the questions what to disclose really,
and we can talk all we want. |t would be fun to kind of
ask the public what they naybe want, but not to hear per
se find out what's of interest to them W can
specul ate to the quality or whatever, but it would be
interesting to find out and ask specifically with the
PVMPM dol lars. It would be interesting to know if the
medical loss ratio is nore inportant. W could get a
standard approach which is the actual results

Coi ng back to Keith's exanpl e about the

brakes. Consuner brakes are very inportant, but it's
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not the incentive arrangenents and so on. It's how nmany
feet it takes to go from60 to zero, that for me results
inthe crimnal thing. And it would be wonderful if we
could sort of get the sunlight on the situation and make
it such that we buy it sort of exposing what the
incentives are and make sure the incentives are getting
good quality and getting good results. |f you came back
to sunshine, it's what you want, it's not necessarily
what you pay, it's what you finally acconplish in the
interest of patient incentive.

CHAl RVAN ENTHOVEN. Al lan, | thought you
had your hand up. EIlen?

M5. SEVERONI: Yeah, | agree with Oark
on disclosure, but | amone that at sone point |'ve
done -- can't doit. I'Il yell. 1It's picking up.

You know, sone of the work that |'ve done
with ny own famly who are now nenbers of the managed
care environment is to have them ask the physicians
specifically, "Are there choices or options for ny
treatment that you are not offering me now because of
the relationship that you have with health plan or
because of the type of which | have?"

| guess what |'d like to focus the
conversation just briefly back on is really how powerful
it is when we have an infornmed consuner asking her
physi ci an whet her or not she is withholding any kind of
treatment because of payment. And that what |'m hearing

back fromfanily menbers and ot hers who have been doi ng
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this is that it's sonewhat of a shocking question that
physi cians aren't used to being asked, but it has
overdone the |evel of dial ogue.

| don't know whether or not it's the
answer, but | know one focus m ght be hel ping consumners
frame questions. | wouldn't know how to advi se soneone
whet her or not 27 or 30 dollars is appropriate or not.
But it mght be alittle bit sinpler to try to get
peopl e to think about asking physicians whet her or not
certain services are being w thhel d because of a
contract they have or a relationship they have with the
health plan that mght help us get to that on a nore
personal |evel.

And | guess one of the thoughts that |'ve
had about this governor's task force has been | would
like to see us formally encourage health plans and
others in this state to | ook at a Managed Care 101 kind
of course.

I'mnot sure that | agree with you,

Dr. Karpf, when you agreed that people are pretty

know edgeabl e about managed care. | find people
willfully not really good at know ng what their managed
care plan offers until they get sick, and then all of us
sort of frantically |ooking through those booklets, and
what is it that it has, and how do | navigate the
system

| still think that here in California we

really do need a Managed Care 101 and | envisioned it
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somnet hing |ike our wonderful tobacco education plan
where we're using a variety of PSAs. W commt to
education over a period of years. And |'m hoping that
we mght be able to come to sone sort of agreenent that
we woul d like to recomrend in a sisterly and brotherly
fashion that be sonething that we take on by the plans
and others of the industry here in California. As you
know, not sonething that has to be regul ated, but
sonet hing that coul d be done together and woul d benefit
all Californians.

CHAl RVAN ENTHOVEN:  Bruce?

DR SPURLOCK: | just want to nake a
qui ck poi nt about medical groups. |'ve heard a | ot of
di scussi ons about nedical groups, and I'min a nedical
group and an awful |ot of doctors are in a medical
group.

In California the average size of medi cal
group is between five and ten physicians. So there's a
| ot of discussions about what you think a nedical group
i s and how they pay thensel ves and how they negoti ate
rates. There are the big ones, Med Hundreds, Toullet,
Brown and Toullet. They're the nmanbo-sized nedi cal
groups that have very intense structures and incentive
mechani sms and bonuses and payment schemes. And, in
fact, one | PA, Lakeside | PA; down in Los Angeles is
sinplifying their payment schenme because it turns out in
their experiences physicians don't do very well and
don't nodify their behavior very well whether they have
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a very conpl ex scherne.

That notwi thstanding, | think it's
inportant for this group to be able to tal k about
regul ating a nedical group or finding out the
information of a medical group, just how many doctors
are we tal king about? Wat size the nedical group is,
and how much these four physicians actually allude or go
to something on all these issues.

CHAl RVAN ENTHOVEN:  Ckay. John, you had
your hand up. Let ne just say |'mgetting a little
concerned about the time because we wanted to spend some
time -- on the other hand this is such a great
discussion | feel like we're learning a lot. Should we
just keep going? GCkay. Were were we? John?

MR RAMEY: W tal ked about incentives,
and when you think about over half the enployees in the
state don't have a choice of health plan, that nany
groups that they go to is nore likely to be driven by
the incentive that the agent has in marketing whi chever
plan it is that they're narketing. And that that m ght
have nore fundamental -- | nean disclosure of that
paynent mechani sm m ght have a nore fundanental inpact
on who gets to see whomthan di scl osi ng how much
physi cians are receiving on a capitation basis. Like
whi ch car you're going to buy dependent upon how nmuch
the car sal esman gets paid.

CHAI RVAN ENTHOVEN R ght .

DR NORTHWAY: Yeah, I'msitting and
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listening. | hope you all don't think that because
somehow we' re going to disclose that somehow that's
going to take care of the problens or that with all due
respect Managed Care 101, it sort of outcones 101, and
that's what people should be naking their decision on
what kind of outcones do they get with the health pl ans
that they're involved? And how soon they get paid in
reality is nothing. |If we invested the only thing in
somebody is how they got paid, and we don't try to nove
towards outcone, | think we've wasted a ot of tinme and
so soneone 27 PMPM versus 25. What the hell does that
mean to me? | can only specul ate.

CHAl RVAN ENTHOVEN:  You're right. This
is not a fantasy or anything else, but if you say what's
new and di fferent about nanaged care before that's
causi ng suspicion and concern, there is a lot of focus
on the capitation incentives. And it just sonehow seens
if we could find a sinple way to do it that didn't go
the way of the prospective --

DR NORTHWAY: | don't care if you tell
sonmebody - -

CHAl RVAN ENTHOVEN:  Yeah, just to clear
the air. kay.

DR NORTHWAY: Don't stop there.

CHAl RVAN ENTHOVEN:  Yeah, absol utely.

DR ALPERT: | think the paranoia about
what awful things mght happen if everything was

di scl osed down to the final detail is unjustified, and |
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think history proves that in other areas. | think that
if you look at the Physician Desk Reference which is in
every doctor's office which concludes you can die on
anything |l ess, taking any drug in conbination with that
drug, all of the information is there. People take
those things every day. Mst people don't use them but
they're not afraid that somebody is |egislatively
protecting themfromthensel ves by not disclosing having
that information available. And sinply the idea that
they know it's disclosed and they trust the interaction
wi th the physician.

Sane t hing was shown -- you know, the
medi cal profession used to be individuals, and now
because of change of paradigm that phrase has taken a
different institutional sort of conpound. Has al ways
rightfully or wongfully lived under this sort of
criticismthat it fails to disclose lots of things and
doctors don't tell us everything else. Everybody from
the institutions aren't telling us everything.

I n Massachusetts what they did when they
were having a lot of pressure in the governor's office
for disclosure, virtually every conplaint that ever came
agai nst a physician of the state and regul ators, and
then a bill actually arrived on the governor's desk, and
the masters of medical society said, "Don't sign that,
and we'll come to a good disclosure thing. W'l tell
the public nmore than they know now. " And they did what

Cark said, they went to all these focus groups, and you
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know what they found when they asked people, "Wat do
you want to know? What do you want to know, where your
doctor went to school? O howold they are," and this
and that. They got to know a practice and what the
doctors were afraid of and explained it, "Wll, you
know, | awyers do that, and that's the governing a | ot of
stuff."”

So the public was pretty cool in handling
information that the physicians thought was going to be
inflammatory and so forth and so on. | think if you had
a book like the PDR that said every detail, | nean Mark
i s saying that people deserve to have an answer how nmuch
are you being paid for this encounter, the idea of
wi t hhol di ng that from sonmebody is absurd, and | don't
think there should be a big fear of disclosing that.

If it has to be so involved as to explain
the whol e culture of ecology, and | think M. Bishop's
point is correct in that way, maybe it has to be in
sonmething like a PDR But something that exists and
it's all there that we have access to, so the fear of
being withhel d and being | egislatively protected from
yoursel f by a big brother, whatever it is | think is
much worse than the action, itself.

CHAl RVAN ENTHOVEN:. R ght. Rodney?

DR ARMSTEAD: |'mjust going to get to a
coupl e of areas and kind of go back. | think the point
| was making about the differing popul ati ons was a

function in fact that | think at the very least if we
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try to get into sonething nmore specific |ike nunbers
it's going to be a very conpl ex chore.

Let me first say, that for 12 years our
experience in Phoeni x when we | ooked at managed care in
that regard in which everything was pretty much an East
Coast relative to an | PA nodel in which the prinary care
physi ci ans were only capital ny prinary care services,
and everything el se was paid fee-for-service by the
i nsured evi denced exactly what Berw ck said that in fact
those providers we | ooked at them as nedical directors
had the nmost problenms were those specialists who had the
fewest referrals, and often were doi ng procedures on
i ndi vi dual s that had the nost conplications.

So, in fact, when you went back and
eval uated even their credentials that you would find
that even appropriately being credentials that they were
not necessarily appropriately credentials to do
procedures as often as they were doing. So there is a
| ot of evidence to support that.

The second pi ece of support what Bruce
says as far as our plans of experience that the najority
of our contractual relationships are shared risk. In
fact, we will only entertain a group's request to be
considered for full risk if they meet a lithiumtest.
Now a lot of this has transitioned since |'ve been
there, but the bottomline they have to neet a fairly
stringent list before they even go.

The truth of the matter is nobst are not
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inthe critical sense in which adninistratively being
autormated to be able to deal with the whol e issue
incurred to understand that conplexity and be able to
pay and pay tinely with the new constraint find cannot
do that. Thus, they do not get a full risk contract,
and to that end our only full risk players are ned
partners which used to be, you know, the breakdown
nunbers and one other group will pay. So if you |look at
that, that is really the reality that nmost of our
patients are distributed amongst groups of the size that
Bruce has articul ated, and we don't have a probl em about
partial risking which we as a plan handle all the
functions for themadmnistratively. And | think that's
an inportant issue.

The third piece is as we look at this,
want to nake certain that we don't |eave a group out.
And what | mean by that is that if we tal k about
fee-for-service, the explanation of benefits that
typically has gotten nail generally has gone to our
commerci al custoner or medical beneficiary.

The Medicaid patient typically in a sense
never really understood that California when you | ook at
the 1993 Kai ser Commi ssion on the average anount of
dol lars spent on AMC popul ation was third fromthe
bottom Now that doesn't necessarily mean that the
health care was third fromthe bottom |If you can
quantitate it, it just meant that for whatever reason

there weren't a lot of dollars spent on the average --
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of all states, I'msorry, | neant. So two states were
below it Mssissippi and A abama or sonething |ike that.

The point is we're driving this
fee-for-service, |ow payrment which beneficiaries had no
know edge of what the doctors were getting paid anyway
i n which now physicians are really seeing patients
because what capitation has done in a prepaid sense has
brought a block of dollars on the front end al t hough
they may not be managi ng wel |l that represents a revenue
source in a survival sense that was not necessarily case
in the past in some circunstances. So it is so conplex
relative to what the paynent structures have done is
converge, to merge and converted fromfee-for-service
for managed care.

I'mvery synpathetic to disclosure. |I'm
concerned that there has never been an equal playing
field of what we're going to be disclosing if we're
trying to do something that is a general type of
disclosure for patients so that we're not, you know,
havi ng, you know, a |arge document that's trying to
explain, "Well, this is a Medicaid patient. This is for
your Medicare patients. This is for your comrercial

patients," but is for your patient or consuner who is a
heal th consuner in the state of California. So | just
wanted to put those issues, and the final thing is we
need to not make the m stakes that the federal

governnent did in the 1876 |aw or, you know, not the --

what was the other law, Alain, not to risk, but whether
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the HMO Act for Medicare came in 18767

The problemis they dropped the 50-50 end
proxy for quality. Now that was the best that they
could do, and we just want to be m ndful of the fact
that there has been experience of trying to put
something as a proxy for quality that was really there
and was really nothing to notivate anything new rel ative
to, you know, what really should be used to nmeasure and
look at. So we just want to be careful that we don't
drop sonething here, that is a nunmber that gets grasped
on and it dilutes all of the other positive activity
that's going on and really try to put sonething very
val uabl e and tangible to the neasure of quality and
which is really | know we're trying to do.

MR HEPLER And this is just basically
addr essing sone of the comments | think that you can't
ignore that people fall into two categories. Basically
you believe that the average person, including me and
you, can figure things out when they're giving the
information or you just believe that everything is above
everybody because here we sit as a bunch of experts, and
| take the first position you give people information
they' re going to nake w se choices. | know
phi | osophi cal |y maybe people are different. That's why
| think what is the nost inportant consuner purchase
that anybody makes in Arerica; | think it's health care.
And what is something that we do understand? W do

understand dollars. W do understand how much soneone
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gets for something, and it's a very basic issue. It's
not intended to be a cure-all, but we don't have
outcones, and we nay never have outcones. Those are
nuch nore difficult, but we do know how much of ny $120
is going to a physician. | think that's sonething that
i s though basic, it can be acconplished.

Secondl y, maybe one of reasons | have
nmore concern in these areas than any of you, | don't
know how many of you have seen one of these nedical
group's contracts with the Department of Corporations
with the blank nunbers. W tried for years getting
those nunbers filled in, and the until | win the verdict
then | can tal k about the nunbers. So if you see those
things, and if any of you are with conpanies that can
show us those, | think it's inportant that you all know
what we're actually |ooking at, and what brings about
this discussion of concern as to why the discussions are
i nportant.

Thirdly, if you talk to physicians who
are out there practicing, not involved in this, they
don't want to have to tell M. Jones, "I'mdoing the
best | can for $5." And this is in reference to
M. Bishop's reference about plaintiff attorneys. Wll,
just fromny heart, you know, | think you know how | got
involved in this whole thing to begin wth.

Secondl y, by disclosing fiduciary duty,
you' re going to take me off all the talk shows |I'mon,

and you're going to take all the publicity away from
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these cases because fiduciary duties is something we put

inall of the actions. |I'mgiving up a very substanti al
part of ny practice with that. | don't want to see
these people thinking, "if | had only known, | would

have done sonething different."

So fromthat standpoint the thing that
I'madvocating is ny wife's firmand ny firms potenti al
business. And after the fact that if they had known
these things, they contend that they woul d have made a
difference. And again | have confidence if you give
theminformation, they'll use it appropriately. And the
nost fundanental thing people understand is dollars and
how nuch they're getting for a service. |f you give
themthat, it will invoke all the decisions that we've
had that are very, very informative that can be
potentially life threatening if they don't know |
didn't nmean to sound defensive there, Steve.

MR ZATKIN. Let me try to summarize and

wap this up. There obviously is a lot of interest in

disclosure. W indicated that as an option. | think
we'll need to focus on a nunber of issues, one is
di sclosure of one level. | didn't hear too much

di scussi on of whether disclosure and physician --

i ndi vi dual physician | evel was inportant, but | happen

tothink it is because | think that's the practitioner

that you're dealing with, and that's where you probably
want to know the nost.

The issue of nunbers, dollars, is
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obviously a very chal l enging one. On the one hand
there are some -- | think there are sone proprietary and
conpetitive issues that will have to be discussed in
principle. Anyway, we'll have to see where that falls
out .

And then there's the question raised
about how reani ngful the nunbers are Medicare risk pays
on an adj ustment basis and conpare that to Medi-Ca
nunbers and conmercial. And there's an inportant points
and we want to consider them but | think the point
about affirmative disclosure, that works pretty clearly
if youre dealing with entities. |If you're dealing with
individuals, it's a nmore challenging point. So if
there's an issue for individual physicians disclosing
the question is should they do that affirnatively if
they were asked.

Coi ng back to the questions that got |ess
discussion and | think is equally inportant, Mchael's
point if there are things that are going on that
shoul dn't be going on, then there's an issue of
protecting patients. W really didn't get into that
issue very well. There's a question of fact as to how
much if -- is capitation with referral going on or not.
If it is, w'd like to know how task force nenbers fee
about that because all | did was cite what three or four
peopl e say about it. And that's certainly not the |ast
wor d

In terms of best practices, we are very
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interested in that because we know we can't nicromanage
or shoul dn't be nicromanagi ng an area that's conpl ex and
has changi ng incentive arrangements. On the other hand,
there may be some way of pronoting things that we
believe as a group are things that shoul d be pronoted,
and so we need to |look at that further. But | do want
to thank on behal f of Donna, you can thank peopl e too,
but for a very good discussion, very hel pful, and we
will use this information and cone back with nore

devel oped t houghts.

CHAl RVAN ENTHOVEN:  Thank you, Steve.
Donna, do you have any cl osi ng comrent ?

DR CONOM No, | agree. This is the
first tine we really had a chance to discuss anyt hi ng,
and | appreciate it.

CHAl RVAN ENTHOVEN:  Yeah, this was great.
Al right. | don't feel quite as ironic as Steve. |
think we nay be able to find some common ground here.

If we don't insist on everything, maybe we can get a
large step forward. Like the Russians against the --
saying the better is the eneny of the good, so at |east
we'll go for something good here if we can.

I wish or | would like to spend sone time
on the D spute Resolution. W also wanted to do
sonmet hing nmore on New Quality Information. GCould we
come back to Dispute Resolution? Do people want a break
first?

MR LEE: Wien do you want to cone back?
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CHAI RVAN ENTHOVEN:  |'mjust trying to
figure out what do we want to do? | mean, we could --
you feel you could use the tine noww th the group on
D spute Resol uti on?

MR LEE: If we're going to end at 4: 30,
we have a nunber of issues that we think can be expl ored
nmore, and this discussion we had is an indication of the
opportunity to get into things and | think we can. And
I think it was our take that we just started di scussions
and really had foreshortened the nmeeting in Los Angel es.
I'mnot sure of how nuch of a narrated di scussion we can
get into the three issues we wanted to raise, and if
we're ending at 4:30, so that's ny concern.

MB. BOMWE: Wiy don't you start, and it
will be so thrilling we'll all stay.

CHAI RVAN ENTHOVEN: Do you want to --
Jeanne?

M5. FINBERG | wondered if we could talk
nmore, put it over Dispute Resolution, so we could give
it the time it deserves and maybe tal k about process.
Because it seens |ike this discussion around incentive
i ssues was very val uable, and that maybe we coul d tal k
because, like | say, | think it's really helpful to lay
out those questions that are maybe the nost inportant or
nmost provocative for discussion, and | think that |'lI
try to do that, you know, for our specialty group. And
I''mwondering if people agree that we shoul d approach

each individual area that way and try to allowtine
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bl ocks of tine for discussion?

DR ROVERO M reconmendation to the
Chai rman a nmonment ago was |'ve experienced spending a
lot of time on a given issue seens to allow us to get
done we wish to do. And, therefore, ny recomendati on
was rather than try to cramtwo ERGs into a small space,
we give one a reasonabl e amount of time, say half an
hour or whatever it takes, and then we cone by consensus
det ermi ne whether we want to extend the tinme or not.

CHAI RVAN ENTHOVEN. | think that's
consi stent.

DR ROVERO Does anybody strongly
disagree with that? Then | think if | heard you
correctly, M. Chairman, | think you wanted to recomrend
that you do New Quality Infornation Devel opment and
defer on the Dispute Resol ution?

CHAl RVAN ENTHOVEN: | wasn't sure which

way to go on that. Are both of you ready to go?

MR LEE: | think we're ready to go with
a nunber of issues. | think that half an hour coul d
allow for some exploration of them |'mnot sure. W

coul d probably use longer | guess. Barbara?
CHAl RVAN ENTHOVEN:  Are peopl e good for

anot her half hour and then quit? Should we do that?

VWll, let ne propose that we say we'll spend a hal f hour
on exploring one of your issues, and then we'll call it
a day, and then we'll come back to that and call it new

information. Al right.
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M5. DECKER | wanted to do some of the
textual stuff, and I'll do it real fast, and that is
we' ve been gathering information in various ways. And
we've had a discussion in a previous session, we cane up
with sone tentative reconmmendations that we're | ooking
for your reactions to. And as we worked through it, we
really found several things that have probably thought
once with the nost tension around, ones that were nost
concerned about, "Can we really get to a common
agreenent, something that we can all live with and
afford with?

So | think we'd like to spend our few
m nut es now tal ki ng about consistency, and the reason
we're interested in consistency is that in our area
D spute Resolution, we think one of the challenges and
probl emrs are that the consumer doesn't know how to
navi gate the system There's too nuch variation in how
things are done in different plans, and how peopl e
change pl ans, enpl oyers change pl ans, people nove, et
cetera. So there's always change in their |ives about
what they're trying to deal with, plans change their
procedures, et cetera. And then it becomes difficult
for the consurmer to figure out how do | get through this
process. |f they are seeking help fromothers. You can
spend a good chunk of time just trying to figure out
what they' ve done so far or where they are in their own
process just to try to deal with the issue

So in trying to think about consistency,
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one of the first challenges is how do we feel about

havi ng consi stency across different plan types, so here
I'mtal ki ng about HVD service plans, PPQ and those
plans that are E R1.S. A sponsored. And of course as
an ER .S A sponsorer, | have a real difficulty of

thi nking how we can do things that will go that broadly.
But at the same tinme | spend a ot of staff time in ny
own organi zations dealing with probl ens, people that
can't figure out how to resolve their conplaints.

Some of the key issues we hear about or
have perceived is in |anguage, the ability to understand
where people are in the conplaint process is a challenge
because every organi zation uses sonewhat different
termnol ogy. We've |ooked at the health plan
information that we got froma nunber of organizations,
and we found different terninology used in each one. An
inquiry, a grievance, a conplaint, an appeal, all kinds
of different words nmeaning different things to different
folks. W think the timng is real different across
or gani zati ons.

HV>s seemto have the 30-day requiremnent
for responding; that's real clean, but in ERI1.S A
plans there's a 60-day requirement. Cher plans that
are not regulated the same way will have ot her
variations. There's also a lot of difference in how
I ong a consuner has to voice a conplaint. Sone of the
pl ans have indicated there's no statute of lintations

and will be four years out. E RI1.S A plans can be
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nuch narrower | believe

Then we think that this variation causes
probl ems with being able to conpare information across
plans. The things that are filed with DOC we ki nd of
wonder in our minds if that is really conparable. It
probably is, but maybe we want to extend that conparison
to plans that are not covered by DOC regs and be able to
| ook at issue by category, and be able to issue quality
techni ques across board range.

So the other thing that cane to mnd is
Peter and | and Sara and Matt tal ked yesterday was al so
the ultinmate recourse you m ght have about a conpl aint.
Goviously in the DOC governed plans there are | ega
renedi es comng on if you sign binding arbitration
entered plan, Medi-Cal or Medicare have external review
processes which can end up with an ALJ hearing. The
ERI.S A plans that you go to the enployer, you can go
to the Department of Labor, you can go to the federal
court system So again there's a lot of different
resources that are avail abl e outside the plan

So we are interested in your reactions
about how rmuch willingness there is to say that
consi stency has a value that inproving the definitions
of having common term nol ogy, common standards, expert
plan types, different types of organizations, has
sonmet hing that's worth working towards achieving, worth
asking for even froma |egislative renedy or vol untary

conpl i ance or sone ot her way.
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So your conmments?

CHAI RVAN ENTHOVEN:  |'d |ike to answer
let me think about this. Wo does the I ack of
consi stency burden? |Is it the reglating plans that have
to deal with several different processes? As the
consuner only deals with one plan, so who suffers from
this inconsistency?

MB. DECKER  Actually, the consuner does
suffer because when they're trying to figure out howto
do sonet hi ng because they night have been in a different
pl an before, they don't know how this plan works. The
navigation is a challenge, so then when they reach out
for help fromanother resource, could be comng to ny
staff saying, "lI'mhaving a problem" W spend tine
trying to figure out what they've already tried. W
don't know where they are in their attenpt to pursue it.
And when it comes to choosing a plan, the | ack of good
i nformation across plans about how successful they are
inresolving conplaints in a very tinmely manner, it's
not there, and it's sonething that | as a consumer |'d
like to know. I'd like to know how much effort plans
put into resolving conplaints, so they never becore a
gri evance or whatever, conplaint.

MR LEE: A couple other rem nder points
of what we presented in L.A is we quickly went through
a nunber of essential elenents, sort of a measuring

stick against what we're trying to | ook at resol ution

systens. And sone of them noted resol ving issues at
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| onest possible levels. Qhers were fairness and
perceived as fair in terns of treating consuner
conplaints. This is one of the other issues where
consi stency is, depending on what plan you're in, you
have the exact same circunstances, but very different
procedural renedies or in the last note the substantive
renedi es, and then again the major culprit or hero in
thisis ERI.S A interms of people in ERI.S A

pl ans have very different remedies available to themif
they, you know, follow the path all the way to the end,
and so that's one of the najor questions we had.

DR SPURLOCK: | think, Barbara, the
analogy -- | think you're asking us to come up with --
potential |y asking us should we cone up with the best
practices for D spute Resolution. | mean it's an
anal ogy for the nedical role of best practices clinical
procedures. And | guess to answer that question, if we
were truly to answer it, exactly what you said earlier,
you' d need to know what the outconmes are to know what's
best. You need to know what the problens are, what the
outcones are, and then you' d say these the are the best
practices. Wrking within the paraneters you may want
to go outside of that guideline on devel opnent of
consi st ency.

So ask that information, | have a tough
time answering the broader question should we make a
reconmendati on on best practices for D spute Resol ution

that woul d be consistent because |'mnot sure |
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understand the other very inportant information to
recommend what's best.

CHAl RVAN ENTHOVEN:  Yes.

DR ARMSTEAD. Barbara, this would be
hel pful for ne. Let nme just give you a reality with the
H PC, particular issues they're very, as you know,
they' re one of their biggest areas of where they do a
lot of their review as an area of appeals and grievances
and conpl aints, and | guess in understanding the best
practices. You know, I'mtrying to realize the reality
is | don't knowif they would ever believe that if we
ever got to a point where we were dealing with
conplaints so well that we weren't having any
grievances, they would think something's wong. And so
I'mjust saying that to say that naybe a reality is that
there is in the context of this, you know, an expected
nunber of grievances or appeals that you just have to
deal with. And so that's just kind of what |'mtrying
to understand, you know, you don't know necessarily if
sonmebody' s m ssing something in the systemif they're
not picking up if you' re not recording adequate
grievances appeals there, is a systemnissing stuff?
And so even in the way it's kind of done now, you know,
these are just sonme of the challenges that, you know,
that we have in trying to get themto realize that from
what we can say is the best, we can do. But again,
there is this belief that there should be some el enent

of baseline appeals, grievances, not that | disagree
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with that, but what the ratio that it should not exceed,
sonmething like that. So that's a reality that we
struggle wth.

CHAl RVAN ENTHOVEN:  Jeanne?

M5. FINBERG Yeah, | think it would be
hel pful to recomrend uniformty and ni ni mum st andar ds.
I'mnot sure how we get there with as you say the
different rules for Medicare, Medicaid, and ER .S A
pl ans that we possibly can't regulate. But | don't
think there's any question that it would be better for
the consuner and probably for the plan groups that have
one type of systemw th uniformlanguage and m ni nal
requirements in terms of resolution at |east by next
day, that sort of thing.

CHAI RVAN ENTHOVEN:  Yeah, | think | am
very synpathetic, Jeanne. | was chairman of a medi cal
commttee, it was one of the big efforts at Stanford to
get things sinple enough so the other professors could
understand it. It just helps a lot to have standard
term nol ogy so people -- they can't talk to each other
if they don't have a, you know, standard terninology and
sone common standards as to what it neans. dark?

MR KERR | agree with Jeanne that a
uni f orm approach makes a | ot of sense. | think it's
al so inportant that the task force action be adhered to.
Certainly that testimony fromHarry and some others that
we've heard from if you set 30 days or a 120 days, it
may be taking years before it goes to work, and so |
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think it's absolutely critical to have standards, but

al so has to be neant where there's sone sort of penalty
for the folks that don't do anythi ng because right now
it's ridiculous what's going on.

CHAl RVAN ENTHOVEN:.  That is some peopl e
see standardi zation unifornmity inhibiting freedom but a
certain amount of that is liberating. And | feel
l'iberated by the fact that we all drive on the right
side of the street, and stop at stop lights. 1'd have a
hard time driving home tonight if we had conplete
freedom of which side of the street you drove on and
whet her what the red |ight meant versus the green light.
I's that hel pful ?

MR LEE: 1'd like too palmthis alittle
bit in terns of the PPO side of things which is that
those that are -- agencies providers regul ated by the
Department of |nsurance have different standards right
now t han those that are in Knox-Keene health care
service plan, and that's one of the questions that
peopl e do -- some of the them have different standards
with PPO than going to an HMD.  Responses to that one, |
think there's sone inconsistencies too.

CHAl RVAN ENTHOVEN.  Sel f-funded or

i nsured?

MR LEE: Insured.

CHAIl RVAN ENTHOVEN: O ark?

MR KERR You have to take the best one
there is. | think you have a good opportunity fromthe
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i ndustry standpoi nt and i nformation standpoi nt whet her
the patient has HMD or whatever they choose there ought
to be a consistent way to deal with it.

CHAl RVAN ENTHOVEN Wl |, d ark, can |

just try a contrary viewto joust a little bit on that?

MR KERR If you want to be wong, sure.

CHAI RVAN ENTHOVEN: | woul d think of it
as a very substantial acconplishment if we could
acconpl i sh that across the HMO industry if we coul d do
there than to reach out to these other entities which
are nore conplex and work differently and everythi ng
else. And market trends being what they are, you know,
I'mthinking in another ten years we'll be close to
wal [ -to-wal | HMDs.

You know, we had sone di scussi on about
how nuch intentions do we pay to indemity insurance?
Wll, it's only like 7 percent of enployed Californians
and their famlies are nowin indemity insurance and
that is declining. So at |east you mght consider a
cost benefit tradeoff there and how nuch resources you
want to put.

MR KERR | don't disagree with you at
all. W ought to do at least the HMOs, but let's do as
nuch as we can.

MR ZATKIN M thought on this is that
havi ng worked for |egislature and seeing how soneti nmes
these things get started, sonetimes there's no weird

reason for the difference. |t was negotiated, but
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sonetines there is. |t may have to be characteristics
of the organization, so what would urge you is to | ook
at the standards and the differences, and if you can't
discern a rationale that relates to the nature of your
organi zation, then we'd | ook at consistency as a goal

MR KERR But |'d always put the patient
before the organization

MR ZATKIN | didn't say not to do that.
| said within reason. Look at the reason for the
difference. It nmay have to do with the characteristics
of the organization, maybe because they have such a
broad provider panel as a practical matter they can't
deal with the issue; that's all | said.

CHAl RVAN ENTHOVEN:  Ckay. Any ot her
conments on that?

MR LEE: | push one nore. |'mjust
trying to use up our time --

CHAl RVAN ENTHOVEN:  This is good stuff.

MR LEE: ne of the harder issues both
to do anything about is the substantive renedies
available in ERI1.S. A so this task force does not have
the ability to decree federally ERI1.S. A is going to
change. However, for consuners who are differently
situated, they've got very, very different renedies
avail able. The procedures often in California being
very simlar depending on what sort of ERI.S A plan
people are in. They mght be simlar, but the renedies

inthe end are very different. 1'd be interested in
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peopl e's comments on how we should weigh in on that
i ssue.

CHAI RVAN ENTHOVEN:  It's not out of the
question that the task force m ght reconmend --

MR LEE: Absolutely.

CHAl RVAN ENTHOVEN:  -- upstream | don't
know, but reconmend to the legislature, let the
| egi sl ature petition the Congress.

MR LEE: Absolutely. | think that can
be very appropri ate.

CHAI RVAN ENTHOVEN:  Because that's
certainly on the table.

MR KERR | would even recommend it to
the Presidential commission.

CHAI RVAN ENTHOVEN: I n fact, |'mglad you
raised that, to say |'ve been thinking that we may want
to make recomrendations to other people also. W night

instill out of this a nunber of recommendations to the

managed care organi zation |like hire nicer nore sensitive

friendly people to deal with these conplaints, for
exanpl e, or whatever, and | don't know to others. So
that definitely should be in our possible scope.

M. SKUBIK: The President's Conm ssion
is going to be nmeeting -- the President's Conmission is
going to be nmeeting on the ER .S A issue in Chicago
on the 9th and 10th of Septenber, and they actually
called the other day to ask about sone California

representation there to get a big state to tal k about
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the challenges that are posed there. Alainis going to

be checking, and Phil will be unavailable. 1'mgoing to
go to nonitor the meeting, and | woul d encourage any of

you all who are interested in this issue to also go.

M5. BOME: Just to comment on that,
there are also a nunber of large ER1.S. A plans who
have been invited to testify, so hopefully we'll hear a
bal anced vi ew of that issue.

MB. SKUBIK: | don't think they actually
figured out all of the coats who are going to be there.

CHAI RVAN ENTHOVEN: | don't think we'll
get consensus for some kind of whol esal e overturning
ERI.S A, but perhaps a few sel ective nodifications
here and there.

MB. BOME: Wll, there has certainly
been anpl e precedence said in the federal |egislation
| ast year the benefit nandates to E RI1.S A plans, and
certainly the Congress has found an easy way to anend
ERI.S A legislation amendnents to certain statutes,
but | would al so suggest back to you that at a certain
poi nt | arger enpl oyers can say, you know, and maybe this
i s what some people want out of this system "Thank you.
I've had enough. | have other things to do with ny
dollars."

And the whol e rational e between the
ERI.S A plan is that |larger enployers generally
speaki ng, not always, take a responsibility for their

enpl oyees where they want themto have good benefit
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plans. They hire people |ike Barbara Decker and her
staff to hel p manage them and arrange them Now there
are bad apples. There are things that need to be
changed, but generally speaking the ERI.S A plans
have done a pretty good job, so you have to be real
careful, you know, where you push what. That's not
saying there's not roomfor change, but it's also
recogni zing what you're dealing with, and quite frankly
| would say to state |legislators, "Don't be so sure
about what you've done on nandates that have forced so
many smal | enpl oyers out of the market because you have
made the plans so expensive that snall enployers don't
afford them™

So there's always two sides to the story,
and that's why we have a diverse group on this
comm ssion. And | would al so suggest to the audi ence we
have good consurer representation on here. | think you
have some very strong consumer advocates. You have
busi ness advocates. You have HMD advocates. And what |
think is good is that we can cone and air our different
views and hopefully come to sone recommendations, and ny
suspicion is we'll have different reconmendati ons wth
peopl e who think differently, and that's part of life.

CHAl RVAN ENTHOVEN:  Thank you. Peter, oh
sorry. Do you have sonething on that, M chael?

MR SHAPIRO Actually, | had a paperwork
request. A lot of us are intrigued by the President's

task force including the nmeeting, is there w thout
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approachi ng too nuch to what degree in the staff the
task force gathers and share information among the task
force menbers on issues you're |ooking at that are

rel evant to what we're doing? GQhers of us will be
doing that individually, and |'ve been asked to share to
the extent of the legislature --

CHAl RVAN ENTHOVEN:  As long as they save
us the Xeroxing cost.

MB. SKUBIK: They have a web page that
has all of their proceedings, all of their mnutes, al
of their materials which you can just refer to directly.

MR SHAPIRO Can soneone --

MR LEE: 1'll give that to you. The web
site is: HCgualityconm ssion.gov, but it's overl oaded
and |'ve had trouble getting on it and getting stuff off
and had trouble getting on to it. And they have a del ay
internms of getting things that are quite current. And
I think it wouldn't behoof the task force staff to get
the nost up-to-date background papers on a nunber of
issues that are quite relevant. |'ve gotten somne that
|'ve saved on resolution. There are a nunber of groups
and chapters that | think should be distributed besides
havi ng task force menbers go through the web site. But
when you can get on, it's very good

UNI DENTI FI ED SPEAKER  What's the address
agai n?

MR LEE: HCqualityconm ssion -- no

spaces in there -- .gov.
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MR ZATKIN It's shorter than ours.

MR LEE It is alittle shorter than

ours.

CHAI RVAN ENTHOVEN:  But it's harder to
get on to.

MR LEE: Well, it may well have in front
of it "http."

CHAl RVAN ENTHOVEN:  Jeanne?

MS5. FINBERG Yeah, on the federal
legislation | just wanted to mention sonmething that is
rel evant to our discussion of reconmmendations, maybe
nmore to the last subject we were tal ki ng about
disclosure. There's been a change in federal |aw about
the PSCs that provide service organi zations being able
to do direct contracting with Medicare, hospitals and
doctors contract with Medicare. | think it's very
rel evant to the issues we're tal king about with medical
groups and information and regulation. It kind of
rai ses some of the stakes so that group or our experts |
think need to be sensitive to that in terns of what
recomrendations we'll be naking that is a real changing
envi ronnent .

CHAl RVAN ENTHOVEN:  Ri ght .

MB. BOMNE: But, Jeanne, in response to
that the federal |egislation on PSO specifically says
that they nust nmeet all state consumer and quality
protections and all Medicare plus choice or the old

Medi care risk, so they have to neet both.
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CHAI RVAN ENTHOVEN:  Does that mean
Knox- Keene | i cense?

MB. FINBERG | would say that the
consuner protections are not as stringent as they are
now, and it causes us sone concern. And | do believe
that the elimnation of that |icensure enpl oynent will
make a big difference.

MR ZATKIN. | thought that they had to
be part of them but there was a question -- | nean,
they were allowed to nove the federal status if they
weren't dealt with in timely fashion by the state.

MB. BOME: No, basically there are four
principles. If you'd like a summary, |I'Il give it to
you, but there are four ways, and they have to go
through the state first, and the feds may del egate to
the state oversight of quality and consuner activity, so
they' Il be right back in the |ack of state group.

MR LEE: Aain, if | could just wap up
our area which is foreshadowi ng the other two issues
whi ch the other people are still left thinking about,
whi ch is when we get another opportunity to talk about
this is the other area that Barbara and | westled with
the nost, and we'd |like the task force to tal k about
nore i s external processes, so to speak, in terms of
what circunstances shoul d there be independent
assi stance to consurers havi ng probl em navi gating such
as the pilot programwe're working on in fact now And

what circunstances should there be third party reviewin
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nedi cal assessnent issues.

Those are two issues we think the task
force needs to spend sone tine | ooking at, how to have
those systens support early resol utions, support
sufficiency, but still be safety valve and di scuss how
those sorts of systens can be part of restoring trust,
et cetera. The other ones we didn't want to get into
them because we didn't have any time.

CHAl RVAN ENTHOVEN:  Ckay. That's great.
Thank you very much, Barbara and Peter. | really
appreci ate what you' ve done. | apol ogize, dark, that
we've run out of tine, but | think we had a great
di scussi on.

There is one nore nenber of the public
who has asked for an opportunity to speak, M. Warren
Leach. Is M. Leach here from Coopertino to speak about
SB 1220 D abetic Supply Bill?

Wl cone to our task force, M. Leach.

MR LEACH Basically, ny name is Warren
Leach. |'mfrom Coopertino --

CHAI RVAN ENTHOVEN:  You' || have to use
the mc.

MR LEACH | had the privilege of
testifying before you folks in Sacramento, and | becane
aware of SB 1220 which is a bill that woul d mandate
di abetics supplies in the state. The Presidential
Commi ssion you referred to earlier advised me that the

Medi care programis al ready mandated these diabetic
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supplies that are test strips. | have ny kit with e
The strips, you buy themfor about $35. The machine's
about $45 plus rebates. They cost about 70 cents a
piece, and the Bill SB 1220 woul d nandate t he di spense
free di spense of these strips by HVs.

Let me just briefly tell you what ny
situation is on these strips. |'mwth FHP which was
taken over by PacifiCare, and they woul d provide the
strips for $5 copaynents, so | would end up getting a
hundred strips. | changed health plans in January this
year to Health Net and went down as ny prescription
sinply don't pay for these. So | called them several
times, and he says, "You got to change neters." | said,
"I"mnot going to change neters."

So | called back several nore tines and
they said, "W got good news and bad news. The good
news is we're going to give you free strips. The bad
news they cone from Santa Fe Springs by UPS," so that's
what the situation is today. It seems to be in
consi stency with these type of devices

And the -- ny hospital bills as
referred to you last tine fromny heart attack was about
65, 70 thousand dollars, and that would pay for a | ot of
strips. And previous incident, Stanford the year
before, | had a stroke. And the hospital bill was
15,000, so what |'msaying to you now an ounce of
prevention is worth a pound of cure, and these devices

for people who have nedical problens |ike |I have, they
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shoul d be mandated by |law. Thank you very much.

CHAIl RVAN ENTHOVEN. M. Leach, let ne ask
you if you just paid for all those yourself out of
pocket, what would a year's supply cost?

MR LEACH Wll, they come in packages
of 50 inavial, and it's about $35 if | was to pay for
them each vial.

CHAI RVAN ENTHOVEN:  How many does $35
gi ve you?

MR LEACH Every tine you' re testing,
you're testing once or twice a day like | used to do, so
you can cal cul ate that by 365 how rmuch they woul d cost.
Now | 'mdoing it two, three tines a day, and so you can
cal cul ate, you know, what the cost is by 70 cents.

CHAl RVAN ENTHOVEN: 70 cents a day?

MR LEACH 70 cents each strip.

CHAl RVAN ENTHOVEN:  So $2.10 a day.

MR LEACH You can't reuse the strips.
You can't reuse the al cohol Schwabs. The syringes | can
reuse. And the lancets | can reuse, but the diabetic
strips and the al cohol Schwabs you can't reuse, and of
course you have to buy insulin, and whatever el se.

But what |'msaying to you is an ounce of
prevention is worth a pound of cure, and this does not
fall too well with the HU>s, and | noticed in the Wl l
Street Journal article that the average cost for an
enpl oyee was around $4,000. It also nentioned a group

called Pacific Business Goup of Health. And | called
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the reporter and found out where they're |ocated, and
got their phone nunber, and | called. And then they

sent ne a menbershi p package, and you probably know from
that group it's who's who in business in California and
the west coast. And these people -- groups, they
negotiate with HM>s on the rates, and | suspect

sonetines that these rates that they sonmeti mes beat down
the HMD and the HMD takes it out on the enrollee. So |
think that this fal se econony here as far as prevention
of serious medical problens.

CHAl RVAN ENTHOVEN:  Ckay. Thank you, any
questions of nenbers?

DR ROVERO  Just a suggestion, sir. |
happen to have some personal know edge of this bil
because |'minvol ved extracurricularly with the | oca
board of ny local chapter of the Anerican D abetes
Association, and | can confirmwith the financial side
of what you're saying that these things are noderately
expensi ve, you said roughly $2.10 a day. That's 700 to
800 dol | ars a year, but as nost of us know can prevent
much nore expensive acute procedures |ater

| woul d encourage you if you had not done

so -- well, I'lIl nmake a comment first. This task force
has been asked -- has been asked specifically to dea
with broad issues, so we'll be dealing with the broad

i ssues that you just described, but we will not be
opining specific bills in front of the legislature this

year. And if you would like to have your voice heard on
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this bill in addition to witing Senator Solis, wite
Governor WI son.

MR LEACH They tell me that the
governor's office has not indicated its pleasure or
di spl easure of the bill.

DR ROVERG And | can't enlighten you
further because | don't know either, but if you had not
witten, | encourage you to do so.

MR LEACH | will.

DR ROVERO  Thank you.

CHAl RVAN ENTHOVEN.  All right. Wt hout
objection we will consider the nmeeting to be cl osed.

(Wher eupon the proceedi ngs were concl uded

at 4:50 p.m)
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